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This Annual Report contains forward-looking statements, as that term is defined in the Private Securities Litigation
Reform Act of 1995, We caution readers regarding forward-looking statements in this Report, press releases, secuirities
Silings, and other documents and communications. All statements, other than statements of historical fact, including
statements regarding industry prospects and expected future results of operations or financial position, made in this
Annual Report on Form 10-K are forward looking. The words “believe”, “expect”, “anticipate”, “intend” and similar
expressions generally identify forward-looking statements. These forward-looking statements are necessarily based upon
estimates and assumptions that, while considered reasonable by us, are inherently subject to significant business,
economic and competitive uncertainties and contingencies and known and unknown risks. As a result of such risks, our
actual resulis could differ materially from those anticipated by any forward-looking statements made by, or on behalf of,
us. We will not necessarily update information if it later turns out that what occurs is different from what was anticipated
in a forward-looking statement. For a discussion of some factors that could cause our operating results or other matiers
net te be as anticipated by forward-looking statements in this document, please see Item 1A entitled “Risk Factors” on

pages 13 to 20.




PARTI
ITEM 1. BUSINESS
OVERVIEW

We are a publisher of video game software that is distributed throughout the world and a distributor of video game
software in North America. We publish, develop (through external resources), and distribute video games for all platforms,
including Sony PlayStation 2, PlayStation 3 and PSP, Nintendo Game Boy Advance, Game Cube, Wii and DS, and Microsoft
Xbox and Xbox 360, as well as for personal computers, or PCs. The products we publish or distribute extend across most
major video game genres, including action, adventure, strategy, role playing and racing. The games we distribute in North
America include games we publish, games published by unrelated publishers and games published by our majority
stockholder Infogrames Entertainment S.A., or IESA, a French corporation listed on Euronext, which owns approximately
51% of our stock. IESA is the largest distributor of video games in Europe, and distributes the video games that we publish
throughout the world, other than in North America,

Until 2005, we were actively involved in developing video games and in financing development of video games by
independent developers, which we would publish and distribute under licenses from the devetopers. However, beginning in
2005, because of cash constraints, we substantially reduced our involvement in development of video games, and announced
plans to divest ourselves of our internal development studios.

During fiscal 2006 and 2007, we sold a number of intellectual properties and development facilities in order to
obtain cash to fund our operations. During 2007, we raised approximately $35.0 million through the sale of the rights to the
Driver games and certain intellectual property, and the sale of our Reflections and Shiny studios. By the end of fiscal 2007,
we did not own any development studios.

The reduction in our development and development financing activities has significantly reduced the number of
games we publish. During fiscal 2007, our revenues from publishing activities were $104.0 million, compared with $153.6
million during fiscal 2006 and $289.6 million during fiscal 2005. However, we continue to have a significant library of well
known properties that we license from IESA (directly or through its wholly-owned subsidiary Atari Interactive, Inc., or Atari
Interactive) or unrelated companies, including:

. Dragon Ball Z (FUNimation),

. Alone in the Dark (IESA),

. Asieroids, PONG, Missile Command and Centipede (Atari Interactive),
. Dungeons and Dragons (Hasbro and Atari Interactive),

. Earthworm Jim (Interplay),

. RollerCoaster Tycoon (Chris Sawyer and Atari Interactive), and

. Godzifla (Sony Pictures).

The reduction in our development and publishing activities has increased ocur focus on distribution activities. We
maintain in North America distribution operations and systems that reach in excess of 30,000 retail outlets throughout the
United States.

We are in the process of developing a strategic plan that would expand our activities into new, emerging aspects of
the video game industry, including casual games, online sites, digital downloading, advergaming, and brand licensing.
However, our ability to do those things will require that we have a source of funding and some of them will require
expansion and extension of our rights to use and sublicense certain properties, including our license to use the “Atari” name.

For the year ended March 31, 2007, our net revenues were only $122.3 million, compared with $206.8 millien in the
prior year, and we had an operating loss of $77.6 million in fiscal 2007, which included a charge of $54.1 million for
impairment of goodwill telated to our publishing unit. We have taken significant steps to reduce our costs, Qur ability to
deliver products on time depends in good part on developers’ ability to meet completion schedules. Further, our expected
releases in fiscal 2008 are even fewer than our releases in fiscal 2007, In addition, most of our releases for fiscal 2008 are




focused on the holiday season. As a result our cash needs have become more seasonal and we face significant cash
requirements to fund our working capital needs during the second quarter of our fiscal year,

Currently, our only borrowing facility is an asset-based secured credit facility that we established in November 2006
with a group of lenders for which Guggenheim Corporate Funding LLC, or Guggenheim, is the administrative agent. The
credit facility consists of a revolving line of credit in an amount up to $15.0 million (subject to a borrowing base calculation),
which includes a $10.0 million sublimit for the issuance of letters of credit. However, the maximum borrowings we can
make under the credit facility will not by themselves provide all the funding we will need for the calendar 2007 holiday
season. Further, the credit facility may be terminated if we do not comply with financial and other covenants prior to our
need for borrowing (i.e. Nasdaq Delisting).

Historically, we have relied on IESA to provide limited financial support to us, through loans or, in recent years,
through purchases of assets. However, IESA has its own financial needs, and its ability to fund its subsidiaries’ operations,
including ours, is limited. Therefore, there can be no assurance we will ultimately receive any funding from IESA.

The uncertainty caused by these above conditions raises substantial doubt about our ability to continue as a going
concern. Qur consolidated financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

We are still exploring various alternatives to improve our financial position and secure other sources of financing
which could include raising equity, forming both operational and financial strategic partnerships, renegotiating or entering
into a new credit facility, entering into new arrangements to license intellectual property, and selling selected owned
intellectual property and licensed rights. Further, as we are contemplating various alternatives, we utilize a special committee
of our board of directors, consisting of our independent board members, James Ackerly, Ronald Bernard, and Michael
Comigan, who are authorized to review significant and special transactions. We continue to examine the reduction of
working capital requirements to further conserve cash and may need to take additional actions in the near-term, which may
include additional personnel reductions and suspension of certain development projects during fiscal 2008. In May of 2007,
we announced a workforce reduction of approximately 20%.

The above actions may or may not prove to be consistent with our long-term strategic objectives, which have been
shifted in the last fiscal year, as we have discontinued our internal development activities and increased our focus on online
and casual gaming, among other things. We cannot guarantee the completion of these actions or that such actions will
generate sufficient resources to fully address the uncertainties of our financial position.

Atari, Inc. (formerly known as Infogrames, Inc. and GT Interactive Software Corp.) was organized as a corporation
in Delaware in 1992. In May 2003, we changed our name to Atari, Inc. and changed our trading symbol on the NASDAQ
Global Market to “ATAR.” Our corporate office and U.S. headquarters is located at 417 Fifth Avenue, New York, New
York 10016 (main telephone: (212) 726-6500). We maintain a worldwide website at www.atari.com. Information contained
on the website is not part of this Annual Report.

INDUSTRY OVERVIEW

The video game industry primarily comprises software for dedicated game consoles or platforms (such as
PlayStation 2, PlayStation 3, Xbox, Xbox 360, Wii, and GameCube), handhelds (such as Game Bey Advance, Nintendo DS
and Sony PSP) and PCs. Publishers of video game software include the console manufacturers, or “first-party publishers,”
and third-party publishers, such as ourselves, whose primary role is the development, publishing and/or distribution of video
game software. According to International Data Group (IDG), an independent technology, media, research, and event
company, sales of PC, console, and handheld games (excluding wireless) in North America and Europe in 2006 reached
$15.0 billion. We anticipate an expanding market for interactive entertainment software over the next several years as a
result of the success of the current/connected generation console platforms. We believe that greater online functionality and
the expanded artificial intelligence capabilities of the new platforms improve game play and game accessibility, and will
help our industry grow.

Additionally, the use of wireless devices (such as mobile phones and personal digital assistants) as a gaming
platform, known as “mobile gaming,” is growing rapidly, as is online gaming such as casual gaming and massively
multiplayer online games.




The Console and Handheld Market

Console platforms as they exist today have made significant technological advances since the introduction of the
first generation of modern consoles by Nintendo in 1985, Hardware manufacturers have historically introduced a new and
more technologically advanced gaming console platform every four to five years. Handhelds have also made advances since
their introduction. However, handhelds have typically experienced longer product cycles. With each new cycle, the customer
base for video game software has expanded as gaming enthusiasts mature and advances in video game hardware and software
technology engage new participants, generating greater numbers of console units purchased than the prior cycle. The
beginning of each cycle is largely dominated by console sales as consumers upgrade to the current-generation technology. As
the cycle matures, consumers® focus shifts to software, resulting in a period of rapid growth for the video game software
industry.

Sony was the first manufacturer to introduce the previous generation of console hardware with the introduction of
the PlayStation 2 platform in 2000, Nintendo introduced its current generation platforms a year later, launching the
GameCube and Game Boy Advance in 2001. This generation also saw the entrance of Microsoft into the industry with the
introduction of the Xbox console.

In 2005, Microsoft initiated a new generation of console hardware when it introduced Xbox 360. Both Sony and
Nintendo fotlowed suit by launching PlayStation 3 and Nintendo Wii, respectively, in November 2006. The calendar 2006
year also saw the rapid expansion of the Nintendo DS in the handhefd market, and the continuing longevity of the PlayStation
2 (Sony's previous generation console).

Innovation also continues in the handheld market with manufacturers offering more sophisticated units, such as
Sony’s PSP and Nintendo’s DS, each of which offer multiple features and capabilities in addition to game play functionality
and wi-fi connectivity,

Personal Computers

Advances in personal computer technology outpace advances in console and handheld technology. Advances in
microprocessors, graphics chips, hard-drive capacity, operating systems and memory capacity have greatly enhanced the
ability of the PC to serve as a video game platform. These technological advances have enabled developers to introduce video
games for PCs with enhanced game play technology and superior graphics. After 5 years of decline in the PC market, the PC
returned to growth in 2006, with an increase in total gross sales of 2% from 2005. Much of the success of this PC growth has
been due to the success of massively multiplayer online, or MMO, rale playing games. Over 25 new MMO titles came online
during 2006. However, PC shelf space has been declining in retail stores, and the demand for catalogue PC titles in jewel
case format has drastically diminished in many retaif environments.

Online

Though in fiscal 2007 we derived.limited revenue from online exploitation, there are three ways that we publish
games that are playable by consumers online:

s  Online-only casual games that we make available on the'Internet. These are made available to consumers on our
website, www.atari.com, and on certain online services provided by third parties.

e Another type of online-only games is called “massively multiplayer online” games. Players experience these games
as interactive virtual worlds where thousands of other players can interact with one another. We currently have one
massively multiplayer online game, Test Drive Unlimited. '

¢ We include online capability features in certain of our console products, which enable consumers to participate in
online communities and play against one another via the Internet.

In addition, online downloads are available for (1) certain PC games either from our atari.com site or third party sites such as
Gametap, and (2) Microsoft’s Xbox Live service. We are also developing digital content, which we intend to sell online via
microtransactions, for next-generation console-based games.



We are currently in the process of revamping our online strategy with a view toward increased forms of online
casual gaming. The casual games market is a desirable target for us to pursue due to its revenue growth, diverse revenue
streams, and extended reach beyond the historical demographics of the core gamer/console market. The designation ‘casual’
game is used to reference a type of electronic or computer game intended for a broad audience with a focus on reaching a
consumer that typically does not play ‘hardcore’ console video games. The mass-market penetration of the casual games
industry owes its appeal to the fact that casual games are designed with a low barrier to entry - making it easy for a new
player to start playing a game within minutes. The primary distribution channel for casual games is the Internet, which allows
the genre of casual gaming to benefit from the ever-growing advances in Internet technology and take advantage of varied
online revenue streams. By 2010, the market for online games is expected to reach $4.4 billion in revenue, quadrupling in
size from $1.1 billion in 2005. The appeal of casual games spans generations, with college students, teens, school-aged
children and seniors all providing significant portions of the consumer makeup. However, the core demographic profile of
casual gamers tends to skew clder (35+). The largest audience for casual gaming remains women aged 35 to 50, although the
overall gender break-down of casual gamers varies greatly depending on genre and game. Due to the rich nature of our
intellectual property and brand legacy, we believe we are in a good position to capitalize on the casual games sector.

ESRB Ratings and Litigation

The Entertainment Software Ratings Board, or ESRB, through its ratings system, requires game publishers to
provide consumers with information relating to material that includes, but is not limited to, graphic violence, profanity or
sexually explicit material contained in software titles. Consumer advocacy groups have opposed sales of interactive
entertainment software containing graphic violence or sexually explicit material by pressing for legislation in these areas and
by engaging in public demonstrations and media campaigns, and various governmental bodies have proposed regulation
aimed at our industry to prohibit the sale of software containing such materiaf to minors. Additionally, retailers may decline
to sell interactive entertainment software containing graphic violence, sexually explicit, or other material that they deem
inappropriate for their businesses. For example, if retailers decline to sell a publisher’s “M” rated (age 17 and over) products
or if the “M” rated products are re-rated “AQ” (age 18 and over), the publisher might be required to significantly change or
discontinue particular titles.

Consolidation

We and other publishers have used acquisitions to obtain creative talent as well as independently developed
intellectual propertics. We betieve economies of scale will be increasingly important as the complexity and costs associated
with video game development continue to increase. In addition, the acquisition of proven intellectual properties has become
increasingly important as publishers seek to diversify and expand their product portfolios, while limiting exposure to
unsuccessful product development efforts. Acquisitions have also been used as a means of vertically integrating functions
that are key to the business process. We expect consolidation within the video game software industry to continue. Recently,
Atari has been a seller, not a buyer.

PRODUCTS

The following identifies games and franchises that generated the most significant portion of cur publishing net
product revenues during the years ended March 31, 2005, 2006, and 2007.

e Fiscal 2005 - the Dragon Bail Z franchise generated 28.3% of our publishing net product revenues, driven by
Dragon Ball Z: Budokai 3 {PlayStation 2) and Dragon Ball Z: Sagas (PlayStation 2, Xbox, and GameCube).
Additionally, the Driver franchise (which was sold in August 2006) generated [4.0% of our publishing net revenues,
tead by the release of DRIV3R (PlayStation 2 and Xbox).

o Fiscat 2006 — the Dragon Ball Z franchise gencrated 28.6% of our publishing net product revenues, driven by the
October 2005 release of Dragon Ball Z: Budokai Tenkaichi (PlayStation 2). Additionally, the Matrix franchise
generated 14.4% of our publishing net revenues, lead by the November 2005 release of Matrix: Path of Neo
(PlayStation 2, Xbox, and PC). Other new releases in fiscal 2006 included Atari Flashback 2.0 (plug and play),
Getting Up: Contents Under Pressure (PlayStation 2, Xbox, and PC), Dungeons & Dragons Online: Stormreach
(PC), Driver: Paralle! Lines (PlayStation 2, and Xbox), and Indigo Prophecy (PC, PlayStation 2, and Xbox).

¢ Fiscal 2007 — the Dragon Ball Z franchise generated 45.7% of our publishing net product revenues, driven by the
November 2006 release of Dragon Ball Z: Budokai Tenkaichi 2 (PlayStation 2 and Nintendo Wii). Additionally, the
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Neverwinter Nights franchise generated 13.9% of our publishing net product revenues, lead by the October 2006
release of Neverwinter Nights 2 (PC). Furthermore, the Test Drive franchise generated 13.4% of our publishing net
product revenues, lead by the September 2006 release of Test Drive Unfimited on the Xbox 360 platform, followed
by its March 2007 release on the PlayStation 2, PSP, and PC platforms.

PUBLISHING

Our publishing activities include the management of business development, strategic alliances, product
development, marketing, packaging and sales of video game sofiware for all platforms, including Sony PlayStation 2,
PlayStation 3, and PSP; Nintendo DS, Game Boy Advance, Wii, and GameCube; Microsoft Xbox and Xbox 360; and PC.

During the year ended March 31, 2007, we built upon the centralization of our publishing operations in our New
York headquarters. In addition, we focused on increased outsourcing and cost management for our Quality Assurance and
Production Support group based in California. Greater emphasis was also placed on publishing style activities leveraging
products created outside of North America and then re-published by the organization, with a focus on reducing direct
development costs and offering more launch predictability, Alliances with external partners and developers in lieu of solely
internally developed product have increased in accordance with this transition and as such we have sold-off all of our internal
development studios.

With a lineup that spans from games for hardcore enthusiasts through mass market titles, we publish games at
various price points, ranging from value-priced titles to premium-priced products. Appropriate branding is selected and used
to provide consumers with distinct offerings and different tiers. Pricing is affected by a variety of factors, including but not
limited to: licensed or franchise property; single or multiple platform development; production costs and volumes; target
audience; the distribution territory; quality level; and consumer trends.

DEVELOPMENT

During fiscal 2007, we sold all of our internal development studios and now leverage external resources in the
development of our games, assessing each project independently to determine which development team is best suited to
handle the product based on technical expertise and historical development experience, among other factors. We believe that
through the use of independent develepers it will be more cost efficient to publish certain of our games,

External Development

We publish or have contracts to publish in North America video game software developed by some of the industry’s
most highly regarded independent external developers. These developers include, among others:

s Crafts & Master (Super Dragon Ball 7);

»  Frontier Development - Chris Sawyer (RollerCoaster Tycoon series);

= Kuju Entertainment (Dungeons & Dragons Tactics),

«  Obsidian (Neverwinter Nights); and

+  Spike {Dragon Bail Z: B;:dokai Tenkaichi 2).

Products which are acquired from these external developers are marketed under the Atari name, as well as the name
of the external developer. The agreements with external developers typically provide vs with exclusive publishing and
distribution rights for a specific period of time for specified platforms and territories. The agreements may grant us the right
to publish sequels, enhancements and add-ons to the products originally developed and produced by the external developer.
We pay the external developer a royalty based on sales of its products. A portion of this royalty may be in the form of
advances against future royalties payable at the time of execution of the development agreement, with additional payments
tied to the completion of detailed performance and development milestones by the developer.

In addition to using external studios we also manage or will manage development of certain product at IESA’s
development studio:




. Eden Studios SAS—Lyon, France—Eden Studios SAS, or Eden, developed the successful V-Rally series, which, to date,
has sold more than 3.8 million units worldwide, and Xya, which was released for the 2003 holiday season. Eden most
recently developed Test Drive Unlimited for Xbox 360 and PC, released during fiscal 2007, and is currently developing
Alone in the Dark for Xbox 360 and PC, expected to be released in fiscal 2008.

We previously managed development of certain products at Paradigm Entertainment, Inc., or Paradigm, and Atari
Melbourne House, both previously owned by IESA and sold to third parties during fiscal 2007,

We manage external development projects by appointing a producer to oversee each product’s development and to
work with the external developer to design, develop and test the product. The producer also helps ensure that development
milestones are met in a timely manner. We generally have the right to suspend or terminate making payments to an external
developer if the developer fails to meet its development milestones in a timely fashion. Also, we generally have the option to
terminate these agreements at relatively low costs.

We no longer internally develop games, nor do we have plans to do so in the future.

SALES AND MARKETING

The sales team presently comprises 11 positions: sales management, senior sales executives, associate account
managers, and customer service representatives. The sales team manages direct relationships with key accounts in the U.S,,
Canada, and Mexico. Accounts are assigned to sales team members by retailer and industry expertise.

The sell-in of new properties begins with research and marketing materials, and product specific meetings at which
we present trailers, gameplay, and preduct highlights, among other things. The team manages and coordinates all MDF
decisions, sccures the order, and is responsible for all day-to-day account management, and utilizes existing relationships to
develop exclusive title programs and catalog opportunities.

At the store level, we utilize professional merchandising companies to promote hit releases, facilitate compliance of
pricing, pre-sell programs, and stock. Our merchandising partners ensure compliance in over 10,000 retail locations to assure
a quality and consistent consumer experience. The sales department manages reporting, forecasting, and analysis with state-

of-the-art software.

The sales and marketing teams are aligned to ensure the development of programs with the interests of the
customers (retailers) and consumers {gamers) in mind. The core functions of the product management team includes:

s  Managing the life cycle of a catalog of new and existing products;

s  Researching industry trends and customer needs to inform the production process, advertising generation,
forecasting, retail distribution, and pricing;

e Working with physical retail partners to maximize sales;

e Establishing online sales distribution systems for both boxed products and digitally distributed products;

s Tostering media and online community interest in products and properties;

s Leveraging and strengthening the Atari brand; and

¢  Exploiting the marketability of our intellectual property and products through licensing arrangements that expand
application into other gaming platforms and consumer product categories and bring in new revenue streams such as

advertising and product placement.

To achieve maximum benefit from our coordinated sales and marketing programs, we employ a wide range of
marketing techniques, including:




»  Understanding our consumers through professional qualitative and quantitative research;
« Examining competitive product launches to help determine optimal marketing budgets;

«  Promoting product publicity via enthusiast and mass market outlets, including broadcast television, internet,
newspapers, specialty magazines, and theater; -

o Retail marketing and in-store promotions and displays;
¢  Online marketing and two way online “conversations” with gamers;

e “Underground” marketing techniques, in which marketing materials are placed in physical and online locations
which are frequented by targeted groups of consumers,

e Strategic partnerships and cross-promotions with other consumer product companies and third-parties; and

¢ Working with “first-party” console manufacturers to exploit their marketing opportunities, including presence
on their websites, retail exposure and public relations events.

Our marketing approach uses a product management system to evaluate, position, and try to improve our brands
based on analyses of market trends, consumers, competition, core competencies, retail and “first-party” partner support, and
other key factors. Actionable results of our analyses are provided to the product development team, which, in turn and when
reasonable, adjusts product to maximize consumer appeal. This system is combined with entertainment marketing
approaches and techniques to create consumer and trade anticipation, as well as demand for our products.

We monitor and measure the effectiveness of our marketing strategies throughout the life cycle of each product. To
maximize our marketing efforts, we may deploy an integrated marketing program for a product more than a year in advance
of its release. Historically, we have expended a substantial portion of the marketing resources we will devote to a game prior
to the game's retail availability, and we intend to do so in the future.

The Tnternet is an integral element of our marketing efforts. We use it, in part, to generate awareness of and “buzz”
about titles months prior to their market debut. We incorporate the Intemet into our marketing programs via video,
screenshot, and other game asset distribution; product-dedicated mini-sites; and online promotions. We also use the Internet
to establish ongoing communication with gamers to translate their commitment and interest in our products into word of
mouth sales.

In the months leading up to the release of a new product, we provide extensive editorial material to publications that
reach the product’s expected audience as a part of executing customized public relations programs designed to create
awareness of our products with all relevant audiences, including core gamers and mass entertainment consumers. These
public relations efforts have resulted in coverage in key computer and video gaming publications and websites, as well as
major consumer sites, newspapers, magazines and broadcast outlets.

INTELLECTUAL PROPERTY
Licenses
Licensed properties

Our strategy includes the creation of games based on licensed properties that have attained a high level of consumer
recognition or acceptance. We have entered into licensing agreements with a number of licensors, including FUNimation and
Seny Pictures.

We pay royalties to licensors at various rates based on our net sales of the corresponding titles. We frequently make
advance payments against minimum guaranteed royalties over the license term. License fees tend to be higher for properties
with proven popularity and less perceived risk of commercial failure. Licenses are of various durations and may in some
instances be renewable upon payment of minimum royalties or the attainment of specified sales levels. Other licenses are not
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renewable upon expiration, and we cannot be sure that we will reach agreement with the licensor to extend the term of any
particular license. Qur property licenses usually grant us exclusive use of the property for the specified titles on specified
platforms, worldwide or within a defined territory, during the license term. Licensors typically retain the right to exploit the
property for all other purposes and to license to other developers with regard to other properties.

In-Game Advertising

Working with external development teams and software providers, we incorporate two methods of advertising in
certain of our games: static advertising (fixed content within our code executed during the product development stage) and
dynamic advertising (real time messages executed on an on-going basis). In addition, we work with other brands to develop
“advergames,” which are original, unique game experiences with highly customized brand integration. Advertisers are
increasingly interested in reaching and engaging consumers, and interactive entertainment provides a unique medium in
which to do so. As such, this is a line of business to which we plan to give increasing focus.

Hardware licenses

We currently develop software for use with PlayStation 2, PlayStation 3, and PSP; GameCube, Game Boy Advance,
Wii, and DS; and Xbox and Xbox 360, pursuant to licensing agreements (some in negotiation) with each of the respective
hardware developers. Each license allows us to create one or more products for the applicable system, subject to certain
approval rights, which are reserved by each hardware licensor. Each license also requires us to pay the hardware licensor a
per-unit license fee for the product produced.

The foilowing table sets forth information with respect to our platform licenses:

Manufacturer Platform Agreement Territory* Expiration Date

Publisher License

Apgreement, dated Determined on a

Microsoﬂ Xbox April 18,2000 title-by-title basis November 15, 2007
Publisher License
Agreement, dated Determined on a
Microsoft Xbox 360 February 17, 2006 title-by-title basis November 21, 2008
License Agreement,
dated October 14, Western
Nintendo DS 2005 Hemisphere February 16, 2008
License Agreement,
Game Boy dated September 24, Western
Nintendo Advance 2001 Hemisphere September 23, 2007
License Agreement Western
Nintendo GameCube dated March 29, 2002 Hemisphere March 29, 2008
Western
Nintendo Wii In negotiation Hemisphere In negotiation
Licensed Publisher March 31, 2008, with
Apreement, dated June automatic 1 year
Sony PlayStation 2 6, 2000 US and Canada renewals
Licensed Publisher March 31, 2008, with
PlayStation Agreement, dated automatic | year
Sony Portable March 23, 2005 US and Canada renewals
Sony PlayStation 3 In negotiation US and Canada In negotiation
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* IESA, our majority stockholder and the distributor of our products in Europe, has entered into similar agreements
(directly or through its subsidiaries) with each of the manufacturers for applicable European territories.

We currently are not required to obtain any license for the publishing of video game software for PCs. Accordingly,
our per-unit manufacturing cost for such software products is less than the per-unit manufacturing cost for console products.

Protection

We develop proprietary software titles and have obtained the rights to publish and distribute software titles
developed by third parties. Our products are susceptible to unauthorized copying. Unauthorized third parties may be able to
copy or to reverse engineer our titles to obtain and use programming or production techniques that we regard as proprietary.
In addition, our competitors could independently develop technologies substantially equivalent or superior to our
technologies. We attempt to protect our software and production techniques under copyright, trademark and trade secret laws
as wel! as through contractual restrictions on disclosure, copying and distribution. Although we generally do not hold any
patents, we seek to obtain trademark and copyright registrations for our products. In addition, each manufacturer
incorporates security devices in its platform to prevent unlicensed use.

DISTRIBUTION
United States, Canada, and Mexico

Throughout the United States, Canada, and Mexico, we distribute our own products, as well as the products of other
publishers, utilizing our distribution operations and systems. We are the exclusive distributor for the products of IESA (and
its subsidiaries, including Atari Interactive) in the United States and Canada. Furthermore, we distribute product in Mexico
through various non-exclusive agreements. Utilizing point-of-sale replenishment systems and electronic data interchange
links with cur targest customers, we are able to efficiently handle high sales volume and manage and replenish inventory on a
store-by-store basis. We also utilize systems for our entire supply chain management, including manufacturing, EDl/order
processing, inventory management, purchasing, and tracking of shipments. We believe these systems accomplish:

« efficient and accurate processing of orders and payments;
+ expedited order turnaround time; and
+ prompt delivery,

W are a distributor of video game software to mass merchants in the United States. We distribute our products to a
variety of outlets, including mass-merchant retailers such as Wal-Mart and Target; major tetailers, such as Best Buy and Toys
‘R’ Us; specialty stores such as GameStop, rental chains such as Blockbuster and Hollywood Video; and warehouse clubs
such as Sam’s Club and Costco. Wal-Mart, GameStop, and Target accounted for 25.1%, 19.2%, and 10.3%, respectively, of
our net revenues for the year ended March 31, 2007, Additionally, our games are made available through various online
retail and “e-tail” companies (e.g. Amazon.com), on our website ataricom, and through the emerging digital
distribution/electronic software download marketplace. We believe that during the coming years, there will be a significant
increase in digitally distributed titles and we are positioning ourselves to exploit this expansion of the marketplace.

Other publishers also utilize our distribution capabilities. Their products are generally acquired by us and distributed
under the name of the publisher of such products. Our agreements with these publishers typically grant us retail distribution
rights in designated territories for specific periods of time, which are typically renewable, Under such agreements, the third
party publisher is typically responsible for the publishing, packaging, marketing and customer support of such products.

We outsource our warehouse operations in the United States to Arnold Logistics, which is located in Lancaster,
Pennsylvania. The warchouse operations include the receipt and storage of inventory as well as the distribution of inventory
to mass market and other retailing customers.
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Europe, Asia and Other Regions

IESA distributes our products in Europe, Asia, and elsewhere outside of North America pursuant to a distribution
agreement we entered into with IESA. We believe that IESA’s strong presence in Europe, Asia and certain other regions
provides effective distribution in these regions of our titles while allowing us to focus our distribution efforts in the United
States, Canada, and Mexico. IESA distributes our products to several major retailers in Europe, Asia and certain other
regions; these retailers include Auchan, Carrefour, Mediamarket and Tesco. IESA has extensive access to retail outlets in
these regions. See our risk factor regarding our dependence upon IESA. Under our distribution agreement with [ESA, we are
entitled to receive 30.0% of the gross margin of the products distributed by IESA, or 130.0% of the royalty rate due to the
developer or licensor, whichever is greater,

Backlog

We typically ship products within three days of receipt of orders. As a result, backlog is not material to our
business.

MANUFACTURING

Disk duplication and the printing of user manuals and packaging materials are performed to our specifications by
outside sources. To date, we have not experienced any material difficulties or delays in the manufacture and assembly of our
products, or material returns due to product defects. There is some concentration for the supply of our publishing needs, buta
number of other outside vendors are also available as sources for these manufacturing and replication services.

Scny, Nintendo and Microsoft, either directly or through an authorized third party, control the manufacture of our
products that are compatible with their respective video game consoles, as well as the manuals and packaging for these
products, and ship the finished products to us, either directly or through third party vendors, for distribution. Sony
PlayStation 2, PlayStation 3, and PSP, Nintendo GameCube and Wii, and Microsoft Xbox and Xbox 360 products consist of
proprietary format CD- or DVD-ROM:s and are typically delivered to us within a relatively short lead time (approximately 3-
4 weeks). Manufacturers of other Nintendo products, which use a cartridge format, typically deliver these products to us
within 45 to 60 days after receipt of a purchase order. To date, we have not experienced any material difficulties or delays in
the manufacture and assembly of products we distribute. However, manufacturers’ difficulties, which are beyond our control,
could impair our ability to bring products to the marketplace in a timely manner.

EMPLOYEES

As of the end of fiscal 2007, we had 143 employees domestically, with 49 in product development, 28 in
administration (i.e., senior management, human resources, legal, 1T and facilities), 31 in finance, 19 in sales and operations,
and 16 in marketing. During the fiscal year, we had domestic operations in New York, New York, and Sunnyvale and Santa
Clara, California. We also had operations at our formerly wholly-owned Shiny studio in Newport Beach, California until
Shiny was sold to a third party in September 2006 (see Developmeni). During the year, we also had operations
internationally at our formerly wholly-owned Reflections studio, which was sold in August 2006 (see Development). In May
2007, we announced a plan to reduce our total workforce by approximately 20%, primarily in general and administrative
functions. Most of those reductions have been made as of the date of this filing.

RELATIONSHIP WITH IESA

As of March 31, 2007, IESA beneficially owned approximately 51% of our common stock. [ESA renders management
services to us (systems and administrative support) and we render management services and production services to Atari
Interactive and other subsidiaries of [ESA. Atari Interactive develops video games, and owns the name “Atari” and the Atari
logo, which we use under a license. [ESA distributes our products in Europe, Asia, and certain other regions, and pays us
royalties in this respect. IESA also develops (through its subsidiaries) products which we distribute in the U.S., Canada, and
Mexico and for which we pay royalties to IESA. Both IESA and Atari Interactive are material sources of products which we
bring to market in the United States, Canada, and Mexico. During fiscal 2007, international royalties earned from [ESA were
the source of 4% of our net revenues. Additionally, IESA and its subsidiaries (primarily Atari Interactive) were the source of
approximately 38% of our net publishing product revenue for the year ended March 31, 2007.
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Historically, [ESA has incurred significant continuing operating losses and has been highly leveraged. On September
12, 2006, IESA announced a multi-step debt restructuring plan, subject to its shareholders’ approval, which would significantly
reduce its debt and provide liquidity to meet its operating needs. On November 15, 2006, JESA shareholders approved the debt
restructuring plan, permitting IESA to execute on this plan. As of the date of this report, [ESA has raised approximately 74
million Euros, of which approximately 45 million Euros has paid down outstanding shott-term and long-term debt and has
provided approximately 20 million Euro of liquidity for working capital needs. As of the date of this report, [ESA has
completed ils debt restructuring plan; however, its current ability to fund, among other things, its subsidiaries” operations
remains limited. Qur results of operations could be materially impaired if [ESA fails to fund Atari Interactive, as any delay or
cessation in product development could materially decrease our revenue from the distribution of Atari Interactive and JESA
products. If the above contingencies occurred, we probably would be forced to take actions that could result in a significant
further reduction in the size of our operations and could have a material adverse effect on our revenue and cash flows. Further,
our ability to expand our activities into new areas will depend, among other things, on our ability to obtain funding from IESA
or other sources.

Additionally, although Atari is a separate and independent legal entity and we are not a party to, or a guarantor of, and
have no obligations or liability in respect of IESA’s indebtedness (except that we have guaranteed the Beverly, MA lease
obligation of Atari [nteractive), because IESA owns the majority of our common stock, potential investors and current and
potential business/trade partners may view [ESA’s financial situation as relevant to an assessment of Atari. Therefore, if IESA
has negative financial results, it may taint our relationship with our suppliers and distributors, damage our business reputation,
affect our ability to generate business and enter into agreements on financially favorable terms, and otherwise impair our ability
to raise and generate capital. )

On April 4, 2007, IESA entered into an agreement with Bruno Bonnell, its founder, CEO, and the Chairman of its
Board, under which Mr. Bonnell agreed to resign from his duties as a Director and CEO of IESA and from all the offices he
holds with subsidiaries of IESA, including Atari and its subsidiaries. Mr. Bonnell was also the Chairman of our Board, our
Chief Creative Officer and our Acting Chief Financial Officer, and previously had been our Chief Executive Officer. 1ESA
agreed to pay Mr. Bonnell a total of approximately 3.0 million Euros, including applicable foreign taxes. Neither our Board
of Directors nor any member of our management was consulted about the agreement between IESA and Mr. Bonnell or at
any time requested any of the things to which Mr. Bonnell agreed, and our management was not provided with a copy of the
agreement until more than two months after it was signed. Mr. Bonnell resigned as a director and officer of Atari, Inc. and of
our subsidiaries on April 4, 2007,

Despite the fact that we did not participate in the preparation of, or know the terms of, the agreement between Mr.
Bonnel!l and IESA, and that IESA, not we, made all the payments under that agreement, management has determined that we
have benefited from this separation, and that approximately $0.8 million of the payments IESA made should be atlocated to
the benefit we received. Our consolidated statement of operations for the year ended March 31, 2007 reflects a charge in this
amount. As we are not obligated to make any payments, this amount has been recorded as a capital contribution as of March
31, 2007,

COMPETITION

The video game software publishing industry is intensely competitive, and relatively few products achieve market
acceptance. The availability of significant financial resources has become a major competitive factor in the industry primarily
as a result of the increasing development, acquisition, production and marketing, as well as potential licensing, costs required
to publish quality titles. We compete with other third-party publishers of video game software, including Electronic Arts,
Inc., THQ, Inc., Activision, Inc., Take Two Interactive, Inc., Midway Games, Inc., Sega Corporation, Ubisoft Entertainment,
SA, and Vivendi SA, among others. Most of these companies are substantially larger than we are, and at least some of them
have far greater financial resources than we currently have. In addition, we compete with first-party publishers such as Sony,
Nintendo, and Microsoft, which in some instances publish their own products in competition with third-party publishers.

Atari Interactive has granted us a license to use the name “Atari” until 2013 for software video games in the United
States, Canada, and Mexico. We believe that the Atari brand, which has a heritage deeply rooted in innovation and is largely
credited with launching the video game industry, continues to carry a level of recognition that can provide a competitive
advantage. Unlike many of our competitors, our Atari brand can be seen as three separate entities—a pop icon, a classic
gaming original and a modern interactive entertainment company. This enhances our opportunities to attract partnerships,
talent and other vehicles, providing a distinct advantage against our competitors.




We believe that a number of additional factors provide us with competitive opportunities in the industry, including
our catalogue of multi-platform products, strength in the mass-market, and strong sales forces in the United States, Canada,
and Mexico and, through IESA, in Europe, Asia and other regions. We believe that popular franchises such as Test Drive and
RollerCoaster Tycoon, along with the catalog of classic Atari Games, as well as attractive licenses, such as Dragon Ball Z
and Dungeons & Dragons, provide us with a solid competitive position in the marketing of our products.

In our distribution business, we compete with both large national distributors and smaller regional distributors. We
also compete with the major entertainment software companies that distribute over the internet or directly to retailers. Most
of our competitors have greater financial and other resources than we do, and are able to carry larger inventories and provide
more comprehensive product selection than we can.

SEASONALITY
Our business is highly seasonal with sales typically significantly higher during the calendar year-end holiday season.
SEGMENT REPORTING AND GEOGRAPHIC INFORMATION

We operate in three reportable segments: publishing, distribution and corporate. Please see the discussion regarding
segment reporting in Note 21 of the Notes to Consolidated Financial Statements, included in Items 7 and 8 of this Report.

Please see Note 21 of the Notes to Consolidated Financial Statements, included in Items 7 and 8 of this Report, for
geographic information with respect to our revenues from external customers and our long-lived assets.

ITEM 1A, RISK FACTORS

RISKS RELATED TO OUR BUSINESS
Our business has contracted significantly.

Due primarily to our limited funds, during the past two years we have reduced substantially our expenditures on
product development and sold the intellectual property related to some game franchises that have generated substantial
revenues for us in the past. This has materially reduced our revenues. Because of the reduction in available product, as well
as unusually difficult market conditions, in fiscal 2007, our net revenues were only $122.3 million compared with net
revenues of $206.8 million in the prior year and $343.8 million in the year before that. Because of this decrease in revenues,
among other things, including a $54.1 million charge for impairment of goodwill in fiscal 2007, we have had significant
operating losses over the past several years. Further, we have substantially fewer titles available for release in fiscal 2008
than has historically been the case.

We need to raise additional funds.

In recent years, our losses have been substantial. We currently have a credit facility that is limited to $15.0 million
and, given our decrease in product sales, is further limited by a borrowing availability that ties to outstanding accounts
receivable, Based on current assessments, we will need to raise funds in order to support our calendar 2007 holiday season
cash needs and our on-going product development efforts and other operational needs. In order to complete a redirection of
our product portfolio and to increase our slate of titles in fiscal 2008 and 2009, we will need to make a significant investment
in product development. This investment is critical in order to maintain and grow our business, keep current with changing
technology (including new hardware platforms), attract premier development partners, and secure profitable intellectual
properties. We may raise funds in any number of ways, including through the issuance of debt or equity, or through other
financing. If we borrow funds, we likely wili be obligated to make periodic interest or other debt service payments, and the
terms of this debt may impose burdensome restrictions on our ability to operate our business. If we seek financing through
the sale of equity securities, our current stockholders will suffer significant dilution in their percentage ownership of common
stock. Additionally, due to the relative size of Atari, our majority ownership by a financially challenged foreign entity and
our history of significant losses, we are not certain as to our ability to raise additional funds in the future or under what terms
funds would be available. If we are not successful in raising funds, we will have to take various actions that may include, but
not be limited to, a reduction in our expenditures for internal and external new product development, further reduction in
overhead expenses, and further sales of intellectual property. These actions, should they become necessary, will probably
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result in further reduction in our size of operations. Such fund raising needs are being discussed with our majority
stockholder, among others, with respect to appropriate timing, structure, and amount of such funding.

Our revenues will decline and our competitive position will be adversely affected if we are unable to introduce
successful new products on a timely basis.

Our performance in the video game software publishing business depends on the timely introduction of successful
new preducts, sequels or enhancements of existing products to replace declining revenues from older products. Our inability
to introduce compelling new products, sequels or enhancements, or significant delays in their release, have materially and
adversely affected the ultimate success of our products and, in turn, our business, results of operations and financial
condition. Our product development activities over the last fiscal year and in the coming fiscal year have been and will be
less robust than our historical product development, resulting in fewer product releases. This increases the adverse effects we
suffer if particular products we release are not successful. The process of introducing new products, sequels or product
enhancements is extremely complex, time consuming and expensive. Competitive factors in our industry demand that we
create increasingly sophisticated products, which in turn makes it difficult to produce and release compelling products on a
predictable schedule.

Our rights to use the “Atari” name are limited.

The “Atari” name has been an important part of our branding strategy, and we believe it provides us with an
important competitive advantage in dealing with video game developers and in distributing our products. However, the
“Atari” name is owned by a subsidiary of IESA, which has licensed us to use the name with regard to video games in the
United Statzs, Canada, and Mexico until 2013, Therefore, we are limited both in how we can exploit the “Atari” name and
how long we will be able to use it. We have no agreements or understandings that assure us that we will be able to expand
the purposes for which we can use the “Atari” name or extend the period during which we will be able to use it.

Lack of funds and limits on our license rights may limit our ability to expand into new business activities.

Our management has been developing a strategic plan that would expand our activities into new, emerging aspects
of the video game industry, including casual games, online sites, and digital downloading. In addition, they are considering
having us try to license the “Atari” name for use in products other than videc games. These activities would be used to
replace some of the revenues we lost as we reduced our conventional video game development and publishing activities.
However, our ability to do those things will require that we have a source of funding and some of them will require
expansion and extension of our rights to use the “Atari” name. We do not have a source even of the funds we expect to need
for our current operations, and we have no agreements or understandings regarding expansion or extension of licenses.
Therefore, even if our Board were to approve a strategic plan that contemplates our expanding our activities into new areas
(whether or not those currently contemplated by our management), there is a significant possibility we wouild not be able to
implement that strategic plan.

The loss of Wal-Mart, GameStop, Target, or Best Buy as key customers could negatively affect our business.

Our sales to Wal-Mart, GameStop, Target, and Best Buy accounted for approximately 25.1%, 19.2%, 10.3%, and
9.3%, respectively, of net revenues (excluding international royalty, licensing, and other income) for the year ended
March 31, 2007. Our net accounts receivable from these retailers were approximately $0.2 million, $2.2 million, $0.2 million,
and $1.3 million, respectively, as of March 31, 2007. Our business, results of operations and financial condition would be
adversely affected if:

« we lost any of these retailers as a customer;
+ any of these retailers purchased significantly fewer products from us;
< we were unable to collect receivables from any of these retailers on a timely basis or at all; or

= we experienced any other adverse change in our relationship with any of these retailers.
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We cannot assure you that Wal-Mart, GameStop, Target, and Best Buy will continue to use us as a major supplier of
video game software, or at all. We have experienced difficulties in collecting on certain accounts. We cannot guarantee that
we will not continue to have such difficulties and, while we maintain a reserve for uncollectible receivables, the reserve may
not be sufficient.

Our results of operations and competitive position may be adversely affected if we are unable to anticipate and adapt
to rapidly changing technology, including new console technology.

The video game software industry is characterized by rapidly changing technology. The introduction of new
technologies can render our previously released products obsolete or unmarketable. Therefore, we must continually
anticipate the emergence of, and adapt our products to, new technologies and systems. When we choose to publish or develop
a product for a new system, we may need to make a substantial development investment one or two years in advance of when
we actually ship products for that system. If we develop products for a new system that is ultimately unpopular, we may not
be able to recoup our investment as quickly as anticipated, or at all. Conversely, if we choose not to publish products for a
new system that is ultimately popular, our competitive position may be adversely affected.

We may be unable to develop and publish new products if we are unable to secure or maintain relationships with
leading independent video game software developers.

As we have discontinued our internal development operations in fiscal 2007, we are even more dependent than in
prior years upon leading independent software developers. Consequently, our success depends on our continued ability to
obtain or renew product development agreements with leading independent video game software developers. Particularly in
view of our financial situation, we may not be able to obtain or renew product development agreements on favorable terms,
or at all, including obtaining the rights to sequels of successful products which were originally developed for us by leading
independent video game software developers. Many of our competitors have greater financial resources and access to capital
than we do, which puts us at a competitive disadvantage when bidding to attract leading independent video game software
developers to enter into publishing agreements with us. Among other things, we are severely limited in our ability to pay
advance royalties or otherwise provide pre-development financing to developers. Also, many leading independent video
game software developers are small companies with a few key individuals without whom a project may be difficult or
impossible to complete. Consequently, we are exposed to the risk that these developers will go out of business before
completing a project, or simply cease work on a project for which we have hired them.

If we are unable to maintain or acquire licenses to intellectual property, our operating results will be adversely
impacted.

Many of our products are based on or incorporate intellectual property owned by others. For example, some of our
titles are based on key television and film licenses. We expect that many of the products we publish in the future will also be
based on intellectual property owned by others. The rights we enjoy to licensed intellectuat property may vary based on the
agreement we have with the licensor. Competition for these licenses is intense and many of our competitors have greater
resources to take advantage of opportunities for such Jicenses. If we are unable to maintain our current licenses and obtain
additional licenses with significant commercial value, our sales will decline. In addition, obtaining licenses for popular
franchises owned by others could require us to expend significant resources and the licenses may require us to pay relatively
high royalty rates. If titles exploiting particular licenses are ultimately unpopular, we may not recoup investments we make to
obtain such licenses. Furthermore, in many instances we do not have exclusive licenses for intellectual property owned by
others. In these cases, we may face direct competition from other publishers holding similar licenses.

Termination or modification of our agreements with hardware manufacturers will adversely affect our business.

We are required to obtain a license to develop and distribute software for each of the video game consoles. We
currently have licenses from Sony to develop products for PlayStation 2 and PSP, from Nintendo to develop products for
Game Boy Advance, GameCube, and DS and from Microsoft to develop products for Xbox and Xbox 360. We are currently
negotiating licenses for Nintendo Wii and Sony PlayStation 3. These licenses are non-exclusive, and as a result, many of our
competitors also have licenses to develop and distribute video game software for these systems. These licenses must be
periodically renewed, and if they are not, or if any of our licenses are terminated or adversely modified, we may not be able
1o publish games for the applicable platforms or we may be required to do so on less attractive terms. In addition, our
contracts with these manufacturers often grant them approval rights over new products and control over the manufacturing of
our products. In some circumstances, this could adversely affect our business, results of operations or financial condition by:
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= terminating a project for which we have expended significant resources;
» leaving us unable to have our products manufactured and shipped to customers;

+ increasing manufacturing lead times and expense to us over the lead times and costs we could achieve if we were able to
manufacture our products independently;

« delaying the manufacture and, in turn, the shipment of products; and

« requiring us to take significant risks in prepaying for and holding an inventory of products.

The loss of our senior management and skitled personnel could negatively affect our business.

Our future success will depend to a significant degree upon the performance and contribution of our senior
management team and upon our ability to attract, motivate and retain highly qualifiecd employees with technical,
management, marketing, sales, product development, creative and other skills. In the video game softwarc industry,
competition for highly skilled and creative employees is intense and costly. We expect this competition to continue for the
foreseeable future, and we may experience increased costs in order to attract and retain skilled employees. We cannot provide
any assurance that we will be successful in attracting and retaining skilled personnel. Our business, operating results and
financial condition could be materially and adversely affected if we lost the services of senior management or key technical
or creative employees or if we failed to attract additional highly qualified employees. This has become increasingly difficult,
as we have reduced our workforce twice in the last eighteen months.

If returns and other concessions given to our customers exceed our reserves, our business may be negatively affected.

To cover returns and other concessions, we establish reserves at the time we ship our products. We estimate the
potential for future returns and other concessions based on, among other factors, management’s evaluation of historical
experience, market acceptance of products produced, retailer inventory levels, budgeted customer allowances, the nature of
the title and existing commitments to customers. While we are able to recover the majority of our costs when third-party
products we distribute are returned, we bear the full financial risk when our own products are returned. In addition, the
license fees we pay Sony, Microsoft and Nintendo are non-refundable and we cannot recover these fees when our products
are returned. Although we believe we maintain adequate reserves with respect to product returns and other concessions, we
cannot be certain that actual returns and other concessions will not exceed our reserves, which could adversely affect our
business, results of operations and financial condition.

Significant competition in our industry could adversely affect our business.

The video game software market is highly competitive and relatively few products achieve significant market
acceptance. Currently, we compete primarily with other publishers of video game software for both video game consoles and
PCs. Our competitors include Activision, Inc., Electronic Arts, Inc., Midway Games, Inc.,, Take Two Interactive, Inc., THQ,
Inc., Sega Corporation, Ubisoft Entertainment, SA, and Vivendi SA, among others. Most of these companies are substantially
larger and have better access to funds than us. In addition, console manufacturers including Microsoft, Nintendo, and Sony
publish products for their respective platforms. Media companies and film studios, such as Warner Bros., are increasing their
focus on the video game software market and may become significant competitors and/or may increase the price of their
outbound licenses. Current and future competitors may also gain access to wider distribution channels than we do, As a
result, these current and future competitors may be able to:

« respond more quickly than we can to new or emerging technologies or changes in customer preferences;
« carry larger inventories than we do;
« undertake more extensive marketing campaigns than we do;

» adopt more aggressive pricing policies than we can; and
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« make higher offers or guarantees to software developers and licensors than we can.

We may not have the resources required for us to respond effectively to market or technological changes or to
compete successfully with current and future competitors. Increased competition may also result in price reductions, reduced
gross margins and loss of market share, any of which could have a material adverse effect on our business, results of
operations or financial condition.

Retailers of our products typically have a limited amount of shelf space and promotional resources. Therefore, there
is increased competition amongst the publishers to deliver a high quality product that merits retail acceptance. To the extent
that the number of products and platforms increases, competition for shelf space may intensify and may require us to increase
our marketing expenditures. Due to increased competition for limited shelf space, retailers are in a strong position to
negotiate favorable terms of sale, including price discounts, price protection, marketing and display fees and product return
policies. We cannot be certain that retailers will continue to purchase our products or to provide our products with adequate
levels of shelf space and promotional support on acceptable terms. A prolonged failure in this regard may significantly harm
our business and financial results.

If our distribution arrangements with 1ESA are adversely modified or terminated, we may lose revenue or incur
disruption in the distribution of our preducts.

Pursuant to agreements we have in place with IESA, we distribute products on their behalf in the United States,
Canada, and Mexico, and IESA distributes products on our behalf in Europe, Asia and certain other regions throughout the
world. If these agreements, or product ficenses to which [ESA is a party, are terminated or amended in a manner adverse to
us, we may, as applicable:

« obtain new distribution arrangements for our products which may be on less favorable terms;

« lose revenue from the distribution of IESA’s products;

» experience difficulties or other delays in the distribution of our products outside the United States, Canada, and Mexico;
« incur an increase in the cost of distributing our products outside the United States, Canada, and Mexico; or

« incur problems with retailers to whom we distribute IESA’s products or to whom IESA distributes our products.
Revenues from our distribution business may decline as competition increases and Internet technology improves.

During the years ended March 31, 2006 and March 31, 2007, net revenues from our distribution business were
approximately 25.7% and 14.4%, respectively, of our total net revenues. Our distribution revenues as a percentage of net
revenues is driven by the mix between publishing and distribution sales. Over the past three years our funding constraints
have reduced our publishing and distribution activities, causing shifts in this mix.

Revenues from our distribution business may decline if the products which we distribute for IESA are reduced or
products we distribute for third-party developers become unavailable to us.

As part of our distribution business, we earn revenues by distributing to retailers our own products and products of
others, including products published by IESA and by our competitors. We cannot assure you that IESA will not reduce the
rate at which it develops or obtains rights with regard to video games or that our competitors will continue to provide us with
their products for distribution to our mass merchant customers. Our inability to obtain software titles developed or published
by IESA or by our competitors, coupled with our inability to obtain these titles from other distributors, could have a material
adverse effect on our relationships with retailers and our ability to obtain shelf space for our own products, as well as
reducing the revenues that we earn from our distribution activities. This, in turn, could have a material adverse effect on our
business, results of operations and financial condition.

We may face increased competition and downward price pressure if we are unable to protect our intellectual property
rights.
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Our business is heavily dependent upon our confidential and proprietary intellectual property. We sell a significant
portion of our published software under licenses from independent software developers, and, in these cases, we do not
acquire the copyrights for the underlying work. We rely primarily on a combination of confidentiality and non-disclosure
agreements, patent, copyright, trademark and trade secret laws, as well as other proprietary rights laws and legal methods, to
protect our proprietary rights and the intellectual property rights of our developers. However, current U.S. and international
laws afford us only limited protection and amendments to such laws or newly enacted laws may weaken existing protections.
Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy our products or franchises, or
obtain and use information that we regard as proprietary. Software piracy is also a persistent problem in the video game
software industry. Policing unauthorized use of our products is extremely difficult because video game software can be easily
duplicated and disseminated, Furthermare, the laws of some foreign countries may not protect out proprietary rights to as
great an extent as U.S. law. Our business, results of operations and financial condition could be adversely affected if a
significant amount of unauthorized copying of our products were to occur or if other parties develop products substantially
similar to our products. We cannot assure you that our attempts to protect our proptietary rights will be adequate or that our
competitors will not independently develop similar or competitive products.

We may face intellectual property infringement claims which would be costly to resolve.

As the number of available video game software products increases, and their functionality overlaps, software
developers and publishers may increasingly become subject to infringement claims. We are not aware that any of our
products infringe on the proprietary rights of third parties. However, we cannot provide any assurance that third parties will
not assert infringement claims against us in the future with respect to past, current or future products. There has been
substantial litigation in the industry regarding copyright, trademark and other intellectual property rights. We have sometimes
initiated litigation to assert our intellectual property rights. Whether brought by or against us, these claims can be time
consuming, result in costly litigation and divert management’s attention from our day-to-day operations, which can have a
material adverse effect on our business, operating results and financial condition.

We may be burdened with payment defaults and uncollectible accounts if our customers do not or cannot satisfy their
payment obligations.

Distributors and retailers in the video game software industry have, from time to time, experienced significant
fluctuations in their businesses, and a number of them have become insolvent. The insolvency or business failure of any
significant retailer or distributor of our products could materially harm our business, results of operations and financial
condition. We typically make sales to most of our retailers and some distributors on unsecured credit, with terms that vary
depending upon the customer’s credit history, solvency, credit limits and sales history. In addition, while we maintain a
reserve for uncollectibie receivables, the reserve may not be sufficient in every circumstance. As a result, a payment default
by a significant customer could significantly harm our business and results of operations.

Our software is subject to governmental restrictions or rating systems.

Legislation is periodically introduced at the local, state and federal levels in the United States and in foreign
countries tc establish systems for providing consumers with information about graphic violence and sexually explicit material
contained in video game software. In addition, many foreign countries have laws that permit governmental entities to censor
the content and advertising of video game sofiware. We believe that mandatory government-run rating systems may
eventually be adopted in many countries that are potential markets for our products. We may be required to modify our
products or alter our marketing strategies to comply with new regulations, which could increase development costs and delay
the release of our products in those countries. Due ‘to the uncertainties regarding such rating systems, confusion in the
marketplace may occur, and we are unable to predict what effect, if any, such rating systems would have on our business.

Inn addition to such regulations, certain retailers have in the past declined to stock some of our and our competitors’
video game products because they believed that the content of the packaging artwork or the products would be offensive to
the retailer’s customer base. Although to date these actions have not impacted our business, we cannot assure you that similar
actions by our distributors or retailers in the future would not cause material harm to our business.

We may become subject to litigation which could be expensive or disruptive.

Similar to our competitors in the video game software industry, we have been and will likely become subject to
litigation. Such litigation may be costly and time consuming and may divert management’s attention from our day-to-day
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operations. In addition, we cannot assure you that such litigation will be ultimately resolved in our favor or that an adverse
outcome will not have a material adverse effect on our business, results of operations and financial condition.

RISKS RELATED TO OUR CORPORATE STRUCTURE AND FINANCING ARRANGEMENTS
Our performance may be affected by [ESA’s performance and financial stability.

Historically, IESA has incurred significant continuing operating losses and has been highly leveraged. On September
12, 2006, {ESA announced a multi-step debt restructuring plan, subject to its shareholders’ approval, which would significantly
reduce its debt and provide liquidity to meet its operating needs. On November 15, 2006, IESA shareholders approved the debt
restructuring plan, permitting IESA to execute on this plan. As of the date of this report, IESA has raised approximately 74
mitlion Euros, of which approximately 45 million Euros has paid down outstanding short-term and long-term debt and has
provided approximately 20 million Euro of liquidity for working capital needs. As of the date of this report, IESA has
completed its debt restructuring plan; however, its current ability to fund, among other things, its subsidiaries’ operations
remains limited. Our results of operations could be materially impaired if IESA fails to fund Atari Interactive, as any delay or
cessation in product development could materially decrease our revenue from the distribution of Atari Interactive and IESA
products. If the above contingencies occurred, we probably would be forced to take actions that could result in a significant
reduction in the size of our operations and could have a material adverse effect on our revenue and cash flows

IESA distributes our products in Europe, Asia, and certain other regions, and pays us royalties in this respect. IESA
also develops (through its subsidiaries) products which we distribute in the U.S., Canada, and Mexico and for which we pay
royalties to [ESA. Both [ESA and Atari Interactive are material sources of products which we market in the United States,
Canada, and Mexico. During fiscal 2007, intemational royalties earned from [ESA were the source of 4% of our net revenues.
Additionally, IESA and its subsidiaries (primarily Atari Interactive) were the source of approximately 38% of our net publishing
product revenue for the year ended March 31, 2007.

Additionally, although we are a separate and independent legal entity and we are not a party to, or a guarantor of, and
have no obligations or liability in respect of IESA’s indebtedness (except that we have guaranteed the Beverly, MA lease
obligation of Atari Interactive), because IESA owns the majority of our common stock, potential investors and current and
potential business/trade partners may view IESA’s financial situation as relevant to an assessment of Atari. Therefore, if IESA
has negative financial results, it may taint our relationship with our suppliers and distributors, damage our business reputation,
affect our ability to generate business and enter into agreements on financially favorable terms, and otherwise impair our ability
to raise and generate capital.

IESA controls us and could prevent & transaction faverable to our other stockholders.-

IESA beneficially owns approximately 51% of our common stock, which gives it sufficient voting power to prevent
any transaction that it finds unfavorable, including an acquisition, consolidation or sale of shares or assets that might be
desirable to our other stockholders. Additionally, IESA could unilaterally approve certain transactions as a result of its
majority position. IESA also has sufficient voting power to elect all of the members of our Board of Directors. Currently,
three of the eight members of our Board of Directors are directors, employees or former employees (within three years) of
TESA or its affiliates. This concentration of control could be disadvantageous to other stockholders whose interests differ
from those of IESA.

Our affiliates retain considerable control over the Atari trademarks, and their oversight or exploitation of such
trademarks could affect our business.

Atari Interactive, a wholly owned subsidiary of IESA, has granted us the right to use the Atari name for software
video games in the United States, Canada, and Mexico until 2013. However, in addition to an initial upfront payment we
made in 2003, we must pay a royalty equal to 1% of our net revenues during each of 2009 through 2013, We are subject to
quality control oversight for our use of the Atari name. Any disputes over our performance under the trademark license
agreement could materially affect our business. Furthermore, the use of the Atari mark by Atari Interactive or other
subsidiaries of IESA could affect the reputation or value associated with the Atari mark, and therefore materially affect our
business.

Our restructuring efforts will create short term costs that may not be offset by increased efficiencies.
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We are incurring substantial costs in connection with our restructuring efforts, including severance obligations,
advisor fees, and lease obligations for unused property. Though we anticipate that the restructuring will ultimately result in
reduced general and administrative expenses and more efficient corporate opetations, we can give no assurance that we will
be successful in redefining our cost and operational structures in the near term. If we are not successful, we may not see cost
savings that justify these measures, which may negatively impact our results of operations.

Our credit facility could be terminated.

Since November 2006, we have utilized the proceeds of our credit facility with Guggenheim to fund our
working capital needs, including the manufacturing and development of products. The credit documents which we entered
into with Guggenheim to obtain this credit facility contain numerous covenants and conditions which may cause a default
upon breach thereof by us. For the quarter ended March 31, 2007, we were not in compliance with certain financial covenants
required by the credit facility; however, in May 2007, we received a waiver of the covenants effective March 31, 2007,
There can be no assurance that we witl be in compliance in future periods. If an event of default occurs under any credit
document and Guggenheim opts not to waive such default, the credit facility may be terminated and any debt outstanding
accelerated, in which case we will need to raise additional funds or seek other alternatives, many of which may adversely
affect our stock price. Further, the credit facility may be terminated if we do not comply with financial and other covenants
prior to our need for borrowing in the third quarter of fiscal 2008 (i.c. Nasdaq Delisting).

RISKS RELATED TO OUR COMMON STOCK
The price of our commeon stock is very low.

At September 10, 2007, the last reported sale price of our common stock was $2.60 per share. This represents a
sharp decline from the price at which it traded one, two, and three years earlier (adjusted for a one-for-ten reverse stock split
in 2007). Because of that, a sale of stock, convertible debt, or other forms of stock-based securities in order to raise even a
relatively moderate amount of funds would significantly dilute the percentage ownership of our existing stockholders.

IESA is in a position to prevent us from selling stock.

It is likely that anyone who purchases from us a significant amount of our common stock will insist on receiving a
discount even from the current very low market price of the stock. Under the rules of the NASDAQ Global Market, a sale of
20% or more of our stock for less than its market price {or its book value) must be approved by our stockholders. Because
IESA owns a majority of our common stack, we will not be able to obtain stockholder approval of a sale of 20% ar more of
our common stock if IESA opposes it. IESA has historically desired to maintain its ownership of a majority of our
outstanding stock. Because IESA currently owns only a little more than 50% of our common stock, unless IESA changes
that positicn, we will not be able to sell stock or securities that are convertible into our common stock unless we
simultaneously sell shares to TESA or otherwise enter into a transaction in which we issue shares to IESA.

AVAILABLE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the SEC. Our SEC
filings, including our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any
amendments to those reports filed or furnished pursuant to Section 13(a) of the Exchange Act, are available to the public free
of charge over the Internet at our website at http://www atari.com or at the SEC’s web site at http://www.sec.gov. Our SEC
filings will be available on our website as soon as reasonably practicable after we have electronically filed or furnished them
to the SEC. You may also read and copy any document we file at the SEC’s Public Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549, You may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330.

ITEM 1B. UNRESOLVYED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

The following table contains the detail of the square footage of our properties by geographic location as of March

31, 2007:
North America Europe Total
NEW YOTK oo enss s ensnneras e sas s sran s e saesenneae st 70,000 -- 70,000
California 20,476 -- 20,476
WashiNLON ..ottt e s e e 65,500 -- 65,500
Massachusetts 53,184 -- 53,184
Newcastle, UK o 14,576 14,576
Total ....coevverereene 209,160 14,576 223,736

New York. In fiscal 2007, our principal offices were located in approximately 70,000 square feet of office space at
417 Fifth Avenue in New York City. The term of this lease commenced on July 1, 2006 and is to expire on June 30, 2021.
Upon entering into this lease, our previous lease was terminated. The previous lease of approximately 90,000 square feet of
office space at the same location commenced in December 1996 and was to expire in December 2006 (see Item 7 for further
details). We had subleased 10,000 square feet of such space for a period beginning in May 2003 and ending in December
2006; our obligations under this sublease were assigned to and assumed by the Landlord effective July 1, 2006. In August
2007, we agreed to surrender, effective December 31, 2007, one-half of square feet of the space we are leasing. We also
tease corporate residences in the greater New York City area for use by our executive officers, directors, and consultants,

California. During a portion of fiscal 2007, we leased approximately 17,400 square feet of office space in Santa
Monica, California, under a lease which expired in May 2006. We also lease approximately 16,460 square feet of office
space in Newport Beach, California for use by Shiny, an internal development studio which was sold in September 2006 (see
Development). This lease has been subleased to the purchaser of Shiny; the lease expires in August 2007, Additionally, we
had a lease for approximately 15,000 square feet of office space in Sunnyvale, California, which expired in December 2006.
The occupants of this facility were relocated in December 2006 to 4,016 square feet of new office space that we leased in
Santa Clara, California, which expires in December 2009.

Washington. We lease approximately 65,500 square feet of office space in Bothell, Washington, under a lease
which expires in May 2008. This office space was occupied by our Humongous studio, which was sold in August 2005. We
now sublease parking lot space and the majority of the office space under seven subleases, one of which expires in April
2008 and six of which expire in May 2008.

Massachusetts. In Beverly, Massachusetts, we sublease a portion of the 53,184 square feet of the office space leased
by Atari Interactive. Our lease expires in June 2007. In June 2005, we ceased operations at this location; no sublease has
been entered into.

Europe. ITn Newcastle upon Tyne, United Kingdom, we lease approximately 14,576 square feet of office space,
which was occupied by our formerly wholly-owned Reflections studio, which was sold in August 2006 (see Development).
This lease expires in August 2011. The purchaser of Reflections currently subleases this space from us in a sublease which
expires in August 2007. The sublease is expected to be renewed through fiscal 2008.

ITEM 3. LEGAL PROCEEDINGS

Our management believes that the ultimate resolution of any of the matters summarized below and/or any other
claims which are not stated herein, if any, will not have a material adverse effect on our liquidity, financial condition or
results of operations. With respect to matters in which we are the defendant, we believe that the underlying complaints are
without merit and intend to defend ourselves vigorously.

Bouchat v. Champion Products, et al. (Accolade)

This suit involving Accolade, Inc. {(a predecessor entity of Atari, Inc.) was filed in 1999 in the District Court of
Maryland. The plaintiff originally sued the NFL claiming copyright infringement of a logo being used by the Baltimore
Ravens that plaintiff allegedly designed. The plaintiff then also sued nearly 500 other defendants, licensees of the NFL, on
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the same basis. The NFL hired White & Case to represent all the defendants. Plaintiff filed an amended complaint in 2002.
In 2003, the District Court held that plaintiff was precluded from recovering actual damages, profits or statutory damages
against the defendants, including Accolade. Plaintiff has appealed the District Court’s tuling to the Fourth Circuit Court of
Appeals. White & Case continues to represent Accolade and the NFL continues to bear the cost of the defense.

Indigo Moon Productions, LLC v. Hasbro, Inc., et al.

On August 12, 2005, Indigo Moon Productions, LLC, or Indigo Moon, filed a lawsuit against Hasbro, Inc., Hasbro
Interactive, Atari Interactive, us and Infogrames, Inc. in the United States District Court in the Western District of Kentucky.
Indigo Moon alleges that on or about June 28, 2000, Indigo Moon and Hasbro Interactive, Inc. (wk/a Atari Interactive)
entered into a Confidential Information Agreement for sharing information regarding the possibility of cooperating on the
production or exploitation of interactive games. Indigo Moon alleges that it provided Atari Interactive with designs and
concepts for a computerized version of Clue and that Atari Interactive represented that it would compensate Indigo Moon for
its work, but did not. Indigo Moon further alleges that in October 2003 Hasbro, Atari Interactive and/or Infogrames, Inc.
(n/k/a Atari) released a Clue FX Game and that in the Spring of 2005 Hasbro, Atari Interactive and/or Infogrames, Inc.
released Clue Mysteries, each of which allegedly incorporates Indigo Moon’s work. Indigo Moon’s complaint alleges the
following specific causes of action: breach of express contract, breach of implied contract, promissory estoppel, quasi-
contract and unjust enrichment, breach of a confidential relationship and misappropriation of trade secret; and seeks
unspecified damages. Plaintiff has agreed to dismiss us from this case without prejudice and to proceed against the remaining
defendants. A Notice of Dismissal has been filed with the Court and Atari, Inc. has been dismissed from this case.

Ernst & Young, Inc. v. Atari, Inc.

On July 21, 2006 we were served with a complaint filed by Ernst & Young as Interim Receiver for HIP Interactive,
Inc. This suit was filed in New York State Supreme Court, New York County. HIP is a Canadian company that has gone into
bankruptcy. HIP contracted with us to have us act as its distributor for various software products in the U.S. HIP is alieging
breach of contract claims; to wit, that we failed to pay HIP for product in the amount of $0.7 million. We will investigate
filing counter claims against HIP, as HIP owes us, via our Canadian Agent, Hyperactive, for our product distributed in
Canada. Our answer and counterclaim were filed in August of 2006 and we initiated discovery against Ernst & Young at the
same time. Settlement discussions commenced in September 2006 and are currently on-going.

Research in Motion Limited v. Atari, Inc. and Atari Interactive, Inc.

On October 26, 2006, Research in Motion Limited, or RIM, filed a claim against us and Atari Interactive in the
Ontario Superior Court of Justice. RIM is seeking a declaration that (i) the game BrickBreaker, as well as the copyright,
distribution, sale and communication to the public of copies of the game in Canada and the United States, does not infringe
any Atari copyright for Breakout or Super Breakout in Canada or the United States, (ii) the audio-visual displays of Breakout
do not constitute a work protected by copyright under Canadian law, and (iii) Atari holds no right, title or interest in Breakout
under US or Canadian law. RIM is also requesting the costs of the action and such other relief as the court deems
appropriate. Breakout and Super Breakout are games owned by Atari Interactive. On January 19, 2007, RIM added claims
to its case requesting a declaration that (i) its game Meteor Crusher does not infringe an Atari copyright for its game
Asteroids in Canada, (ii) the audio-visval displays of Asteroids do not constitute a work protected under Canadian law, and
(iii) Atari holds no right, title or interest in Asteroids under Canadian law. In August 2007, the Court ruled against Atari’s
December 2006 motion to have the RIM claims dismissed on the grounds that there is no statutory relief available to RIM
under Canadian law, Atari is in the process of appealing this decision.

ITEM 4. SUBMISSION OF MATTERS TO VOTE OF SECURITY HOLDERS

A Special Meeting of Stockholders was held on January 3, 2007. Of the 134,779,670 shares of common stock

. outstanding and entitled to vote at the Special Meeting, 115,577,742 shares were present in person or by proxy, each entitled

to one vote on each matter to come before the meeting. The matters acted upon at our Special Meeting of Stockholders, and
the voting tabulation for each such matter is as follows:

Proposal 1. To approve amendments to our Restated Certificate of Incorporation that will (i) effectuate a one-for-ten reverse
stock split, and (ii) decrease the number of shares that Atari is authorized to issue.

Broker Non-
For Against Abstain Votes
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114,048,433 1,247,847 281,462 0

As set forth above, at the Special Meeting, the stockholders of Atari approved the amendments of our Restated
Cenrtificate of Incorporation. On January 3, 2007, we filed with the Secretary of State of the State of Delaware a Certificate of
Amendment to our Restated Certificate of Incorporation, The Certificate of Amendment was effective as of January 3, 2007,
and affected a one-for-ten reverse stock split of our issued and outstanding shares of Common Stock, par value $0.01 and
decreased the number of shares of Common Stock we are authorized to issue from 300,000,000 to 30,000,000. As of January
3, 2007, every 10 shares of our issued and outstanding Common Stock, $0.01 par value, automatically converted to one share
of Common Stock, $0.10 par value. No fractional shares were issued in connection with the reverse split. Cash was paid in
lieu of fractional shares. The Reverse Split did not alter any voting rights or other terms of our Common Stock. In
accordance with the Reverse Split, the Compensation Committee of our Board of Directors adjusted the amount of shares
reserved under, and all awards made pursuant to, the Atari, Inc. 2005 Stock Incentive Plan and all of our prior stock incentive
plans, as applicable.

PART 11

ITEM 3, MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS, AND ISSUER PURCHASES OF EQUITY SECURITIES

Our Common Stock is quoted on the NASDAQ Global Market under the symbol “ATAR.” The high and low sale
prices for our Common Stock as reported by the NASDAQ Global Market for the fiscal years ended March 31, 2006 and
March 31, 2007 (adjusted to give effect to a one-for-ten reverse stock split that was effective on January 3, 2007) are
summarized below,

Hi Low

Fiscal 2006

FIUSt QUATTET cav.eveveereesremseeeeecsissasisssstsas s bbb e s s $ 3L80 $§ 2300

Second Quarter $ 2940 $§ 1Ls0

Third QUATET ....coveerecesrsevserencremissisiassnmss s erasssnsssenesssns $ 1460 3 9.79

FOUMH QUATTET...1eecveeeeeearsseesresnesstssnssmss s s srms st s ss s s b a0 $ 11.80 5 5.61
Fiscat 2007

FIESt QUAMET c..oeeervevessenrenseeree e stissss s s bbb s s s e s s b 9.70 $ 4.70

Second Quarter $ 7.90 $ 475

Third Quarter ................ rereeereneerertatibeAs bRt ban e R R easee e et eR s 3 6.00 b 4,60

FOUIH QUAITET.........ccovosvvsenaeeseeseesee s ecm e eenebbas i st s st s ar et bbb s $ 6.50 5 2.94

On September 10, 2007, the last reported sale price of our Common Stock on the NASDAQ Global Market was
$2.60. As of September 10, 2007, there were approximately 358 record owners of our Common Stock.

We currently anticipate that we will retain all of our future earnings for use in the expansion and operation of our

business. We have not paid any cash dividends nor do we anticipate paying any cash dividends on our Common Stock in the
foreseeable future. In addition, the payment of cash dividends may be limited by financing agreetments entered into by us.

Securities Authorized for Issuance under Equity Compensation Plans

The table setting forth this information is included in Part II1 - Item 12. Security Ownership of Certain Beneficial
Owners and Management.
Recent Sales of Unregistered Securities

None.
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Purchase of Equity Securities by the Issuzer and Affiliated Purchases.
None.

ITEM 6. SELECTED FINANCIAL DATA

The following tables set forth selected consolidated financial information which, for the nine months ended March
31, 2003, and the years ended March 31, 2004, 2005, 2006, and 2007, is derived from our audited consolidated financial
statements. Effective March 28, 2003, we changed our fiscal year-end from June 30 to March 31.

In the first quarter of fiscal 2007, management committed to a plan to divest of our previously wholly-owned
Reflections studio and its related Driver intellectual property, and in August 2006, we sold to a third party the Driver
intellectual property as well as certain assets of Reflections. Therefore, beginning in the first quarter of fiscal 2007, we began
to classify the results of Reflections as results of discontinued operations, and all prior period financial statements have been
restated retroactively to reflect this classification.

These tables should be read in conjunction with our Consolidated Financial Statements, including the notes thereto,
appearing elsewhere in this Form 10-K. See “Item 7. Management's Discussion and Analysis of Financial Condition and
Results of Operations.”

Nine
Months Years
Ended Ended
March 31, March 31,
2003 2004 2005¢1) 2006 (12 2007 {)(2X3)
Statement of Operations Data;
Net revenues......... $ 303529 § 465639 $ 343,837 § 206,79 $ 122,285
Cperating income {1088)......oocvmeansirrsonrar 32,258 20,840 {23,970) (62,977) (77,644)
Income (loss) from corntinuing operations 22,908 13,606 (14,855) (63,375} (66,586)
{l.oss) income from dizcontinued operations of Reflections
Interactive Ltd, net of tax provision of $0, 50, $9,352, 50, and
$7,559, respectively (4,338) (12,340) 20,547 (5.611) (3,125)
Net income (toss) 18,070 766 5,692 (68,986) (69711}
Dividend to parent........... — {39,351) - — -—
Income (boss) attributable to common stockholders......crennne, $ 18070 % (38585) § 5692 § (68,986) 5 (65,711)
Rasic and dilutcd income (loss) per share attributable to
common stockholders (4):
Tncome (loss) from continuing operations $ 328§ 140§ (1.22) 0§ (493) 5 4.9
(Loss) income from discontinued operations of Refle
Interactive Ltd, net of tax..... —{132) 169 (043 (0.23)
Net income (loss} ... 2.59 0.08 0.47 (5.36} (5.17}
Dividend to parent....... —_ (4,06} - — I
Income (loss) attributable to common stockholders.. 3 259 &£__(39) % 047 §__(515) § (517
Rasic weighted average shares ol < TT)T- 1 € S 6,988 9,699 12,128 12,863 13,477
Diluted weighted avernge shares ding (4)... " 7,006 9.699 12,159 12,863 13477

(1) During fiscal 2005, 2006, and 2007, we recorded restructuring expenses of $4.9 miltion, $8.9 million, and $0.7 mitlion, respectively.

(2) During fiscal 2006, we recorded a gain on sale of intellectual property of $6.2 million and in fiscal 2007, we recorded a gain on sale of intellectual
property of $9.0 million and a gain on sale of development studio assets of $0.9 million. Additionally, in fiscal 2007 the gain on sale of Reflections of
$11.5 million is included as & reduction of the toss from discontinued operations.

(3) During fiscal 2007, we recorded an impairment loss on our goodwill of $34.1 million, which is included in the loss from continuing operations.

(4) Reflects the one-for-ten reverse stack split effected on January 3, 2007. All periods have been restated retroactively to reflect the reverse stock split.

March 3,
2003 2004 12008 2006 1007

Balance Sheet Data:

Cash $ I § 8358 $ 9988 $ 14,948 $ 7,603
Waorking capital (deficit) (90,260) 25,844 34467 (2,996) 1,213
Total assets 232,082 193,956 190,039 143,670 42,819
Total debt 220,061 - - - -
Stockholders’ equity (deficit) (96,918) 115,063 120,667 73212 3094
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Overview
Going Concern

Until 2005, we were actively involved in developing video games and in financing development of video games by
independent developers, which we would publish and distribute under licenses from the developers. However, beginning in
2005, because of cash constraints, we substantialty reduced our involvement in development of video games, and announced
plans to divest ourselves of our internal development studios.

During fiscal 2006 and 2007, we sold a number of intellectual properties and development facilities in order to
obtain cash to fund our operations. During 2007, we raised approximately $35.0 million through the sale of the rights to the
Driver games and certain other intellectual property, and the sale of our Reflections and Shiny studios. By the end of fiscal
2007, we did not own any development studios.

The reduction in our development and development financing activities has significantly reduced the number of
games we publish. During fiscal 2007, our revenues from publishing activities were $104.7 miltion, compared with $153.6
million during fiscal 2006 and $289.6 miilion during fiscal 2003.

We are in the process of developing a strategic plan that would expand our activities into new, emerging aspects of
the video game industry, including casual games, online sites, digital downloading, advergaming, and brand licensing.
However, our ability to do those things will require that we have a source of funding and some of them will require
expansion and extension of our rights to use and sublicense certain properties, including our license to use the “Atari” name.

For the year ended March 31, 2007, our net revenues were only $122.3 million, compared with $206.8 million in the
prior year, and we had an operating loss of $77.6 million in fiscal 2007, which included a charge of $54.1 million for the
impairment of our goodwill, which is related to our publishing unit. We have taken significant steps to reduce our costs. OQur
ability to deliver preducts on time depends in good part on developers’ ability to meet completion schedules. Further, our
expected releases in fiscal 2008 are even fewer than our releases in fiscal 2007. In addition, most of our releases for fiscal
2008 are focused on the holiday season. As a result our cash needs have become more seasonal and we face significant cash
requirements to fund our working capital needs during the second quarter of our fiscal year.

Currently, our only borrowing facility is an asset-based secured credit facility that we established in November 2006
with a group of lenders for which Guggenheim is the administrative agent. The credit facility consists of a revolving line of
credit in an amount up to $15.0 million (subject to a borrowing base calcutation), which includes a $10.0 million sublimit for
the issuance of letters of credit. However, the maximum borrowings we can make under the credit facility will not by
themselves provide all the funding we will need for the calendar 2007 holiday season. Further, the credit facility may be
terminated if we do not comply with financial and other covenants prior to our need for borrowing (i.e. Nasdaq Delisting).

Historically, we have relied on [ESA to provide limited financial support to us, through loans or, in recent years,
through purchases of assets. However, IESA has its own financial needs, and its ability to fund its subsidiaries’ operations,
including ours, is limited. Therefore, there can be no assurance we will ultimately receive any funding from IESA.

The uncertainty caused by these above conditions raises substantial doubt about our ability to continue as a going
concern. Our consolidated financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

We are still exploring various altematives to improve our financial position and secure other sources of financing
which could include raising equity, forming both operational and financial strategic partnerships, renegotiating or entering
into a new credit facility, entering into new arrangements to license intellectual property, and selling selected owned
intellectual property and licensed rights. Further, as we are contemplating various alternatives, we utilize a special committee
of our board of directors, consisting of our independent board members, James Ackerly, Ronald Bernard, and Michael
Corrigan, who are authorized to review significant and special transactions. We continue to examine the reduction of
working capital requirements to further conserve cash and may need to take additional actions in the near-term, which may
include additional personnel reductions and suspension of certain development projects during fiscal 2008. In May of 2007,
we announced a workforce reduction of approximately 20%.
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The above actions may or may not prove to be consistent with our long-term strategic objectives, which have been
shifted in the last fiscal year, as we have discontinued our internal development activities and increased our focus on online
and casual gaming, among other things. We cannot guarantee the completion of these actions or that such actions will
generate sufficient resources to fully address the uncertainties of our financial position.

Related party transactions

We are involved in numerous related party transactions with IESA and its subsidiaries. These related party
transactions include, but are not limited to, the purchase and sale of product, game development, administrative and support
services and distribution agreements. In addition, we use the name “Atari” under a license from Atari Interactive (a wholly-
owned subsidiary of IESA) that expires in 2013.

Reverse Stock Split

On January 3, 2007, we effected a one-for-ten reverse stock split. The number of shares we are authorized to issue
was reduced from 300,000,000 to 30,000,000, and the par value was increased from $0.01 to $0.10 per share. Preferred stock
remain at 5,000,000 authorized shares with a par value of $0.01 per share, none of which are outstanding.

Business and Operating Segments

We are a global publisher and developer of video game software for gaming enthusiasts and the mass-market
audience, and a distributor of video game software in North America. We develop, publish, and distribute {both retail and
digital) games for all platforms, including Sony PlayStation 2, PlayStation 3, and PSP; Nintendo Game Boy Advance,
GameCube, DS, and Wii; Microsoft Xbox and Xbox 360; and personal computers, referred to as PCs. We also publish and
sublicense games for the wireless, internet (casual games, MMOGs), and other evolving platforms, an area to which we have
begun to devote increasing attention. Our diverse portfolio of products extends across most major video game genres,
including action, adventure, strategy, role-playing, and racing. Our products are based on intetlectual properties that we have
created internally and own or that have been licensed to us by third parties. We leverage external resources in the
development of our games, assessing each project independently to determine which development team is best suited to
handle the product based on technical expertise and historical development experience, among other factors. During fiscal
2007, we sold our remaining internal development studios; we believe that through the use of independent developers it will
be more cost efficient to publish certain of our games. Additionally, through our relationship with IESA, our products are
distributed exclusively by 1ESA throughout Europe, Asia and other regions. Through our distribution agreement with [ESA,
we have the rights to publish and sublicense in North America certain intellectual properties either owned or licensed by
IESA or its subsidiaries, including Atari Interactive. We also manage the development of certain product at studios owned
by IESA that focus solely on game development.

In addition to our publishing and development activities, we also distribute video game software in North America
for titles developed by third-party publishers with whom we have contracts. As a distributor of video game software
throughout the U.S., we maintain distribution operations and systems that reach in excess of 30,000 retail outlets nationwide.
Consumers have access to interactive software through a variety of outlets, including mass-merchant retailers such as Wal-
Mart and Target; major retailers, such as Best Buy and Toys ‘R’ Us; and specialty stores such as GameStop. Our sales to key
customers Wal-Mart, GameStop, and Target accounted for approximately 25.1%, 19.2%, and 10.3%, respectively, of net
revenues (excluding international royalty, licensing, and other income) for the year ended March 31, 2007. No other
customers had sales in excess of 10% of net product revenues. Additionally, our games are made available through various
internet, online, and wireless networks.

Adoption of FASB Statement No. 123(R)

Effective April 1, 2006, we adopted the provisions of Financial Accounting Standards Board (“FASB”) Statement
No. 123(R), “Share-Based Payment,” which requires the measurement and recognition of compensation expense at fair value
for employee stock awards. Prior to fiscal 2007, we accounted for employee stock option plans under the intrinsic value
method prescribed by Accounting Principles Board (“APB™) Opinion No. 25, “Accounting for Stock Issued to Employees”
and related interpretations. Included in the fiscal 2007 net loss is $1.6 million of stock-based compensation expense, of
which $0.9 million is included in research and product development expenses, $0.6 million is included in general and
administrative expenses, and $0.1 million is included in selling and distribution expenses. No such expense was recorded in
prior periods.

26




Key Challenges

The video game industry has experienced an increased rate of change and complexity in the technological
innovations of video game hardware and software. In addition to these technological innovations, there has been greater
competition: for retail shelf space as well as increased buyer selectivity. There is also increased competition for creative and
executive talent. As a result, the video game industry has become increasingly hit-driven, which has led to higher per game
production budgets, longer and more complex development processes, and generally shorter product life cycles. The
importance of the timely release of hit titles, as well as the increased scope and complexity of the product development
process, have increased the need for disciplined product development processes that limit costs and overruns. This, in tum,
has increased the importance of leveraging the technologies, characters or storylines of existing hit titles into additional video
game software franchises in order to spread development costs among multiple products.

We suffered large operating losses during fiscal 2007 and 2006. To fund these losses, we sold assets, including
intellectual property rights related to game franchises that had generated substantial revenues for us and including our
development studios. Further significant asset sales may not be practical if we are going to continue to engage in our current
activities. However, we have both short and long term need for funds. Currently, our only credit line is an asset based
secured credit line that is limited to $15.0 miltion (subject to a borrowing base calculation), and which the lenders will have
the right to cancel if, as is likely, we fail to meet financial covenants at June 30, 2007 (the lenders waived defaults resulting
from our failure to meet financial covenants at March 31, 2007). Even if the credit line remains in effect, it will not provide
all the funds we will need to pay for inventory that will be needed for the calendar 2007 holiday season. Historically, IESA
has sometimes provided funds we needed for our operations, but it is not certain that it will be able, or will be willing, to
provide the funding we will need for fiscal 2008 or subsequent to that.

The “Atari” name (which we license) has been an important part of our branding strategy, and we believe it provides
us with an important competitive advantage in dealing with video game developers and in distributing products. Further, our
management has been working on a strategic plan to replace part of the revenues we lost in recent years by expanding into
new emerging aspects of the video game industry, including casual games, online sites, and digital downloading. In addition,
we are considering licensing the “Atari” name for use in products other than video games. However, our ability to do at least
some of those things will require expansion and extension of our rights to use and sublicense others to use the “Atari” name.
We have no agreements or understandings that assure us that we will be able to expand the purposes for which we can use the
“Atari” name or extend the period during which we will be able to use it.

Critical Accounting Policies

Our discussion and analysis of financial condition and results of operations relates to our consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States of
America. The preparation of these financial statements requires us to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an on-
going basis, we evaluate our estimates, including those related to accounts and notes receivable, inventories, intangible
assets, investments, income taxes and contingencies., We base our estimates on historical experience and on various other
assumptions that we believe to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying vatues of assets and liabilities that are not readily apparent from other sources. Actual results
could differ materially from these estimates under different assumptions or conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates used in the
preparation of our consolidated financial statements.

Revenue recognition, sales returns, price protection, other customer related allowances and allowance for doubtful accounts

Revenue is recognized when title and risk of loss transfer to the customer, provided that collection of the resulting
receivable is deemed probable by management. :

Sales are recorded net of estimated future returns, price protection and other customer related allowances. We are
not contractually obligated to accept returns; however, based on facts and circumstances at the time a customer may request
approval for a return, we may permit the return or exchange of products sold to customers. In addition, we may provide price
protection, co-operative advertising and other allowances to customers in accordance with industry practice. These reserves
are determined based on historical experience, market acceptance of products produced, retailer inventory levels, budgeted
customer allowances, the nature of the title and existing commitments to customers. Although management belicves it
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provides adequate reserves with respect to these items, actual activity could vary from management’s estimates and such
variances could have a material impact on reported results.

We maintain allowances for doubtful accounts for estimated losses resulting from the failure of our customers to
make payments when due or within a reasonable period of time thereafter. 1f the financial condition of our customers were to
deteriorate, resulting in an inability to make required payments, additional allowances may be required.

For the years ended March 31, 2005, 2006, and 2007, we recorded allowances for bad debts, returns, price
protection and other customer promotional programs of approximately $79.9 million, $56.9 million, and $22.7 mitlion,
respectivelv. As of March 31, 2006 and March 31, 2007, the aggregate reserves against accounts receivable for bad debts,
returns, price protection and other customer promotional programs were approximately $30.9 million and $14.1 million,

respectively.

28




Inventories

We write down our inventories for estimated slow-moving or obsolete inventories equal to the difference between
the cost of inventories and estimated market value based upon assumed market conditions. [f actual market conditions are
less favorable than those assumed by management, additional inventory write-downs may be required. For the years ended
March 31, 2005, 2006, and 2007, we recorded obsolescence expense of approximately $2.6 million, $3.7 million, and $2.5
million, respectively. As of March 31, 2006 and March 31, 2007, the aggregate reserve against inventories was
approximately $2.4 million and $1.9 million, respectively.

Research and product development expenses

Research and product development expenses related to the design, development, and testing of newly developed
software products, both internal and external, are charged to expense as incurred. Research and product development
expenses also include royalty payments (milestone payments) to third-party developers for products that are currently in
development. Once a product is sold, we may be obligated to make additional payments in the form of backend royalties to
developers which are calculated based on contractual terms, typically a percentage of sales. Such payments are expensed and
included in cost of goods sold in the period the sales are recorded.

Rapid technological innovation, shelf-space competition, shorter product life cycles and buyer selectivity have made
it difficult to determine the likelihood of individual product acceptance and success. As a result, we follow the policy of
expensing mitestone payments as incurred, treating such costs as research and product development expenses.

Licenses

Licenses for intellectual property are capitalized as assets upon the execution of the contract when no significant
obligation of performance remains with us or the third party. If significant obligations remain, the asset is capitalized when
payments are due or when performance is completed as opposed to when the contract is executed. These licenses are
amortized at the licensor’s royalty rate over unit sales to cost of goods sofd. Management evaluates the carrying value of
these capitalized licenses and records an impairment charge in the period management determines that such capitalized
amounts are not expected to be realized. Such impairments are charged to cost of goods soid if the product has released or
previously sold, and if the product has never released, these impairments are charged to research and product development
expenses.

Atari Trademark License

In connection with a recapitalization completed in fiscal 2004, Atari Interactive extended the term of the license
under which we use the Atari trademark to ten years expiring on December 31, 2013. We issued 200,000 shares of our
common stock to Atari Interactive for the extended license and will pay a royalty equal to 1% of our net revenues during
years six through ten of the extended license. We recorded a deferred charge of $8.5 million, representing the fair value of
the shares issued, which was expensed monthly until it became fully expensed in the first quarter of fiscal 2007. The
monthly expense was based on the total estimated cost to be incurred by us over the ten-year license period; upon the full
expensing of the deferred charge, this expense is being recorded as a deferred liability owed to Atari Interactive, to be paid
beginning in year six of the license. Based on these assumptions, a $100.0 million increase/decrease in the estimated total net
revenues during years six through ten of the extended license period would result in a $0.2 million increase/decrease in this
expense. During fiscal 2007, we recorded $2.2 million of expense related to this license.

Goodwill and Acquired Intangible Assets

Goodwill is the excess purchase price paid over identified intangible and tangible net assets of acquired companies.
Goodwill is not amortized, and is tested for impairment at the reporting unit level annually or when there are any indications
of impairment, as required by FASB Statement No. 142, “Goodwill and Other Intangible Assets.”” A reporting unit is an
operating segment for which discrete financial information is available and is regularly reviewed by management. We only
have one reporting unit, our publishing business, to which goodwill is assigned.

A two-step approach is required to test goodwill for impairment for each reporting unit. The first step tests for
impairment by applying fair value-based tests (described betow) to a reporting unit. The second step, if deemed necessary,
measures the impairment by applying fair value-based tests to specific assets and liabilities within the reporting unit.
Application of the goodwill impairment tests require judgment, including identification of reporting units, assignment of
assets and liabilities to each reporting unit, assignment of goodwill to each reporting unit, and determination of the fair value
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of each reparting unit. The determination of fair value for each reporting unit could be materially affected by changes in these
estimates and assumptions. Such changes could trigger impairment.

In fiscal 2007, we completed the first step of the annual goodwill impairment testing as of December 31, 2006 with
regard to the goodwill, which is all associated with our publishing business. As part of step one, we considered three
methodologies to determine the fair-value of our reporting unit. The first, which we believe is our primary and most reliable
approach, is a market capitalization approach. This aligns our market capitalization at the balance sheet date to our
publishing business, as we believe this measure is a good indication of third-party determination of fair value. The second
approach entails determining the fair value of the reporting unit using a discounted cash flow methodology, which requires
significant judgment to estimate the future cash flows and to determine the appropriate discount rates, growth rates, and other
assumptions. The third approach is an orderly sale of assets process, which values the publishing unit based on estimated
sale price of assets and intellectual property, less any related liabilities. Due to our history of operating losses and
diminishing financial performance, we do not place heavy reliance on the second approach. The third approach is not a
commonly used analysis; therefore, we place minimal reliance on that approach as well. Pursuant to the analysis using the
market capitalization approach, we found no indications of impairment of our recorded goodwill at December 31, 2006.

Hewever, during the fourth quarter ended March 31, 2007, our market capitalization declined significantly. As this
measure is our primary indicator of the fair value of our publishing unit, management considered this decline to be a
triggering event, requiring us to perform an impairment analysis. As of March 31, 2007, we completed this analysis and our
management, with the concurrence of the Audit Committee of our Board of Directors, has concluded that an impairment
charge of $54.1 million should be recognized. This is a non-cash charge and has been recorded in the fourth quarter of fiscal
2007.

During fiscal 2007, we recorded acquired intangible assets for website development costs (related to the Atari
Online website, including a URL), which are accounted for in accordance with Emerging Issues Task Force (“EITF”) 00-02,
“Accounting for Web Site Development Costs.” EITF 00-02 requires that web site development costs be treated as computer
software developed for internal use, and that costs incurred in the application and development stages be capitalized in
accordance with AICPA Statement of Position (“SOP”) 98-1, “Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use.” As of March 31, 2007, we determined that certain of the acquired intangible assets previously
capitalized no longer provided a future benefit to the company, as management decided at the end of the fourth quarter to
move to an outsourced technology model; these costs were written off, and the charge is included in research and product
development expenses for the year ended March 31, 2007.

Results of Operations

Year ended March 31, 2006 versus year ended March 31, 2007

Consolidated Statement of Operations (dollars in thousands):

Year % of Year % of
Ended Net Ended Net (Decrease)/
March 31, Revenues March 31, Revenues Increase
2006 2007 $ %
INEE TEVETIUES ..o eereee s sersssssssnirmmimsssrerereseseneneeeees 3 206,796 1000%  § 122285 100.0% (B4,511) (40.9)%
Costs And EXPENSEST ....corvemreerermaee st rencers s snemsss s ceses
Costof goods sold ........coocceevvcnneniiiiiniirens 133,604 64.6% 72,629 59.4% (60,975) 45.6)%
Research und product development expenses 51,887 25.1% 30,077 24 6% (21,810) (42.00%
Selling and distribution expenses.............. 42,985 20.8% 25,296 20.7% (17,689} {41.2)%
General and administrative expenses . 30,385 14.7% 21,788 17.8% (8,597 (28.3)%
Restruciiring expenses............... 8,867 4.3% 709 0.6% (8,158) (92.0)%
Impainment of goodwill ... - 0.0% 54,129 44.3% 54,129 100.0%
Gain on sale of intellectual property .......... (6,224} (3.0)% (5,000) (1.4)0% 2,776 44.6%
Gain on sale of development studio assets - 0.0% (885) {0.7)% 885 100.0%
Atari trademark license expense............ 3,067 1.5% 2,218 1.8% (84%) (27.7%
Depreciation and amortization... 5,202 2.5% 2968 24% (2.234) (2.N%
Total coSts and EXPENSES ...t _130.5% 199929 9 (69,844) 9
Operating (loss) ............ 62,977} (30.5Y% (77,644) (63.5)% 14,667 23.3%
Interest {expense) income, net ... (595) (0.2)% 301 02% (896) (150.6)%
Other (expense) NCOME ......cveevrrrriierinrnee. 8 {0.1)% 71 0.1% (285} 0%
(Loss) before (benefit from) income taxes... (63,780} (30.8)% {77,266) {63.2)% 13,486 21.2%
(Benefit from) income taXes ......oeermveissiinees 4 (0.2)% (10.680) {8.8)% 10275 ¥,
(Loss) from cOntinuing OpeIations ............ouwremsescrrssscennas (63,375) (30.6)% (66,586} {54.4)% 3,214 5.1%
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(Loss) from discontinued operations of Reflections
Interactive Ltd, net of tax provision of $0 and $7,559,

respectively ......... (3,611} (2.8)% {3.125) (2.6Y% (2.486) {44. 1%
Net {loss)......... § (68986) _(334)% §_(69711) (5708 & 23 L1%

Net Revenues

Net revenues by segment for the years ended March 31, 2006 and 2007 are as follows (in thousands):

Years
Ended
March 31, (Decrease)
2006 2007
PUDEISHING....oovoe oo 3 153,598 $ 104,650 M {48,948)
Distribution .. v 53198 _ 12635 — (35.563)
TOAL oo ssars s srrsns e St 00,796 § 122285 § (84511}

The platform mix for the years ended March 31, 2006 and 2007 for net publishing revenues from product sales is as follows:

Publishing Platform Mix

2006 2007

PlayStation 2.........ocoovireecccemamecsins . 35.5% 35.5%
312.7% 21.2%

0.0% 12.1%

Nintendo Wii .......... 0.0% 2.4%
PlayStation Portable ... . 2.1% 7.6%
Game Boy AdVaNCE ... 6.7% 3.9%
Plug and Play ... 9.3% 2.8%
Nintendo DS . 2.1% 2.0%
Xbox ..... 9.8% 0.3%
Game Cube ............covevremereenarasssnnns 1.8% 02%
L0 100.0% 100.0%

Net revenues for the year ended March 31, 2007 decreased approximately 40.9%, largely due to fewer successful new
releases and product launch delays, compounded by decreased international royalty income.

e The fiscal 2007 net publishing revenues of $104.7 million include net product sales from new releases of $61.8
million, driven by Dragon Ball Z: Budokai Tenkaichi 2 (PlayStation 2 and Nintendo Wii), Neverwinter Nights 2
(PC), and Test Drive Unlimited (Xbox 360, PlayStation 2, PSP, and PC). Comparatively, in fiscal 2006, net
publishing revenues of $153.6 million were driven by new release sales of $95.1 million which included Dragon
Ball Z: Budokai Tenkaichi (PlayStation 2), Matrix: Path of Neo (PlayStation 2, Xbox, and PC), Atari Flashback 2.0
(plug and play), and Getting Up: Contents Under Pressure (PlayStation 2, Xbox, and PC).

e During the year ended March 31, 2007, back catalogue sales were 28% of our net product revenues, compared with
24% of our net product revenues during fiscal 2006.

o  Publishing net revenues include international royalty income earned on IESA’s international sales of our titles.
International royalty income decreased by $8.3 million from $13.5 million in fiscal 2006 to $5.2 million in fiscal
2007. The current year income was driven by international sales of Test Drive Unlimited, while the prior year’s
income reflected international sales of Matrix: Path of Neo, Getting Up: Contents Under Pressure, and Indigo
Prophecy.

o Domestic licensing and other income, included in publishing net revenues, decreased slightly to $12.0 miilion from
$12.1 million in fiscal 2006. Included in this change are:

o decreased domestic licensing income of $1.0 million in fiscal 2007 due to an overall decrease in volume of
licensing transactions, offset by
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o increased misceltaneous revenues of $0.9 million driven by increased quality and assurance services
(product testing) performed, and sponsorship and in-game advertising revenue which did not exist in fiscal
2006.

e The overall average sales price (“ASP”) of the publishing business was relatively consistent with fiscal 2006,
increasing slightly from $20.50 to $20.80 in fiscal 2007. Trends include:

o increase in the ASP for PC titles from $14.67 to $17.44, and

o decrease in the ASP for console titles from $25.44 to $22.41. The current year includes sales of Xbox 360
and Nintendo Wii titles, with ASPs of $31.04 and $36.37, respectively, that were not included in fiscal
2006; however, this is offset by a decrease in the ASP for Xbox titles from $30.33 to $5.55, and in
PlayStation 2 titles from $29.28 to $21.05, as a result of the recent transition to the newest generation
consoles.

e Plaiform mix in fiscal 2007 consisted of 27.2% PC products and 72.8% console (including plug and play) products,
as compared with fiscal 2006°s mix of 32.7% PC products and 67.3% console {including plug and play) products.

« In the fourth quarter of fiscal 2006, we recorded additional price protection allowances of $4.2 million in connection
with our aggressive pricing program, which reduced console and certain PC titles sold prior to March 31, 2006 to a
retail price of $19.95.

Total distribution net revenues decreased by $35.6 million, or 66.9%, due to an overall decrease in product sales of third
party publishers as a result of management’s decision to reduce our third party distribution operations in efforts to move
away from lower margin products. Due to our financial constraints related to fully funding our product developtment
program, we will attempt to increase our focus on higher-margin distribution in the futare.

Cost of Goods Sold

Cost of goods sold as a percentage of net revenues can vary primarily due to segment mix, platform mix within the
publishing business, average unit sales prices, mix of royalty bearing products and mix of licensed product. These expenses
decreased by $61.0 million primarily from decreased sales volume. Cost of goods sold as a percentage of net revenues
decreased from 64.6% to 59.4%, reflecting:

o alower mix of higher cost third-party distributed product sales as a percentage of net revenues (14.4% in fiscal 2007
compared with 25.7% in fiscal 2006), and

e a lower mix of royalty bearing products (fiscal 2006 included sales of Matrix: Path of Neo and Getting Up: Contents
Under Pressure, both bearing a high amount of royalty expense).

Research and Product Development Expenses

Research and product development expenses consist of development costs relating to the design, development, and
testing of new software products whether internally or extemally developed, including the payment of royalty advances to
third-party developers on products that are currently in development and billings from related party developers. We expect to
increase the use of external developers as we have sold all of our internal development studios. These expenses for the year
ended March 31, 2007 decreased approximately $21.8 million due to:

e adecrease in expense incurred with external developers of $6.9 million from lack of financial resources to invest in
full-fledged development projects (however, we do expect to see savings in research and product development cost
in the future if we focus on casual gaming, which has lower development costs),

e a decrease in spending of $10.0 million at our related party development studios due to the sale of our Stuntman
franchise and development project, in process at Paradigm in fiscal 2006, as well as the completion of Test Drive
Unlimited on Xbox 360, released in September 2006 and in process at Eden Studios and Atari Melbourne House
(which was sold in fiscal 2007) in fiscal 2006, and
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o adecrease in salary and other related expenses of $7.9 million due to the closure of the Beverly and Santa Monica
publishing studios during fiscal 2006, the divestiture of the Shiny studio in the second quarter of fiscal 2007, and
other personnel reductions, offset by

s the current period write-off of $2.4 million of website-related acquired intangible and other assets previously
capitalized that were determined during the fourth quarter not to provide us with a future benefit, and

s the allocated charge of $0.8 million related to the benefit we received from resignation agreement entered into by
TESA with our former Chief Creative Officer.’

Internal research and product development expenses represented 43.6% and 51.0% of the total research and product
development expenses for the years ended March 31, 2006 and 2007, respectively. As of March 31, 2007, we no longer own
any internal development studios. Research and product development expenses, as a percentage of net revenues, decreased
from 25.1% in fiscal 2006 to 24.6% in fiscal 2007,

Selling and Distribution Expenses

Selling and distribution expenses primarily include shipping, personnel, advertising, promotions and distribution
expenses. During the year ended March 31, 2007, selling and distribution expenses decreased approximately $17.7 million
due to:

e significant savings in the current period on advertising ($12.9 million in fiscal 2007 as compared to $25.2 million in
the prior period) due to fewer new releases as well as management’s focus on lower cost and more direct marketing
(fiscal 2006 included significant spend for Matrix: Path of Neo television campaigns),

¢ lower variable distribution costs, including freight, shipping and handling, of $2.4 million due to lower sales, and

e savings of $2.7 million in salaries and related averhead costs from the closure of the Santa Monica and Beverly
studios, as well as personnel reductions at our New York headquarters.

General and Administrative Expenses

General and administrative expenses primarily include personnel expenses, facilities costs, professional expenses
and other overhead charges. During the year ended March 31, 2007, general and administrative expenses decreased
approximately $8.6 million due to:

¢ reduction in salaries of $6.2 million due to publishing studio closures and other personnel reductions, as well as
savings in rent and other overhead and administrative costs, and

¢ decreased bad debt expense of $1.7 million due to lower sales.

Restructuring Expenses

In the fourth quarter of fiscal 2005, management announced the planned closure of the Beverly, Massachusetts, and
Santa Monica, Califomia, publishing studios and the relocation of the functions previously provided by those studios to our
corporate headquarters in New York. Tn fiscal 2006, we incurred $8.9 million in expenses related to this restructuring plan,
and additionally we recorded expenses related to further headcount reduction in our corporate headquarters in New York, as
well as other locations, and terminations at our Humongous studio which was sold in August of 2005. In fiscal 2007, we
incurred $0.7 million of restructuring costs primarily related to our lease for the closed Beverly studio, as well as remaining
Severance Costs.

On May 1, 2007, we announced a plan to reduce our total workforce by approximately 20%, primarily in general
and administrative functions. We anticipate recording a restructuring reserve during our fiscal 2008 first quarter to reflect
severance packages of approximately $0.8 million to $1.1 million. We expect payments regarding the severance packages to
extend through the first quarter of fiscal 2009. Most of these reductions have been made as of the date of this filing.
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Impairment of Goodwill

In the fourth quarter of fiscal 2007, our market capitalization declined significantly, which was considered by
management to be a triggering event requiring us to perform a goodwill impairment analysis. As a result of this analysis,
management concluded that an impairment charge of $54.1 million should be recognized. No such charge was recorded in
fiscal 2006. See Goodwill and Acquired Intangible Assets above.

Gain on Sale of Intellectual Property

In the fourth quarter of fiscal 2006, we sold certain of our intellectual properties to a third party for approximately
$6.2 million, which was recorded as a gain. The amount is primarily driven by the sale of our Timeshift property. In the first
quarter of fiscal 2007, we sold the Stuntman intellectual property to a third party for $9.0 million, which was recorded as a
gain.

Gain on Sale of Development Studio Assets

In the second quarter of fiscal 2007, we sold certain development studio assets of Shiny to a third party for a gain of
$0.9 million. The gain represents the proceeds of $1.8 million (of which $0.2 miltion will be held in escrow for nine months
from the date of the sale), less the net book value of the assets sold of $0.9 million. No such gain was recorded in the prior
comparable period.

Atari Trademark License Expense

Atari trademark license expense is associated with the Atari name and logo which we use under a license from Atari
Interactive, a wholly-owned subsidiary of IESA. The expense is based on the total estimated cost that will be incurred by us
over the 10-year license period, which includes the fair value of 200,000 shares issued during fiscal 2004 (determined at that
time to be $8.5 million) plus 1% of our net revenues during years six through ten of the license period. The expense
decreased by $0.8 million in fiscal 2007 due to a change in the expected future earnings upon which this expense is based.
Depreciation and Amortization

Depreciation and amortization for the year ended March 31, 2007 decreased by $2.2 million due to assets becoming
fully depreciated as well as prior year inclusion of depreciation expense for assets from the Beverly and Santa Monica studios
which were written off in the second quarter of fiscal 2006, offset by depreciation expense for new assets placed into service.
Interest (Expense) Income, net

Interest (expense) income, net, decreased from expense of $0.6 million to income of $0.3 million. This decrease is
due to the signing of our Guggenheim credit facility late in our fiscal year and minimal average borrowings as compared with
the prior comparable period. Furthermore, in fiscal 2007, we recorded $0.4 million of interest income on our money market
account as well as interest income on a tax refund recorded at our dormant UK subsidiary (see below). Fiscal 2006 expense
consisted primarily of interest expense on our former HSBC credit facility, which expired in May 2006.

Other (Expense) Income

In fiscal 2006, we recorded a loss of $0.2 million on the sale of IESA common shares received in connection with
the sale of the Humongous studio. No significant items were recorded in fiscal 2007.

Benefit From Income Taxes
During fiscal 2007, the benefit from income taxes of $10.7 million is the result of:
e atax refund of $1.0 million received in connection with our dormant UK subsidiary;

s a non-cash tax benefit of $2.1 million resulting from the reversal of a deferred tax liability established for the
deferred tax consequences of a temporary difference that arose from a difference in the book and tax basis of
goodwill in a prior period, upon the impairment of cur goodwill in the fourth quarter of fiscal 2007; and
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e a non-cash tax benefit of $7.6 million which offsets a non-cash tax provision of the same amount included in loss
from discontinued operations, recorded in accordance with FASB Statement No, 109, “Accounting for Income
Taxes,” paragraph 140, which states that all items should be considered for purposes of determining the amount of
tax benefit that results from a loss from continuing operations and that should be allocated to continuing operations.
The recording of a benefit is appropriate in this instance, under the guidance of Paragraph 140, because such
domestic loss offsets the domestic gain generated in discontinued operations. The effect of this transaction on net
loss for fiscal 2007 is zero, and it does not result in the receipt or payment of any cash.

During fiscal 2006, the total benefit from income taxes of $0.4 million resulted from a reversal of a prior period tax
reserve upon the successful conclusion ($0.3 million benefit) of an TRS examination of the tax year ended June 30, 2003
which was completed during the year, as well as the reversal of the $0.2 million UK tax reserve (benefit) recorded in fiscal
2005, pursuant to discussions with UK tax inspectors, offset by an additional state tax provision of $0.1 million recorded
arising from a New Yaork State tax audit. )

Loss from Discontinued Operations of Reflections Interactive Ltd, net of tax

Loss from discontinued operations of Reflections Interactive Ltd decreased from $5.6 million in fiscal 2006 to $3.1
million in fiscal 2007. The fiscal 2006 loss was driven by the operating costs of the Reflections studio, which was sold in
August 2006. The fiscal 2007 loss results from the tax provision associated with discontinued operations of $7.6 million,
recorded in accordance with FASB Statement No, 109, “Accounting for Income Taxes,” paragraph 140, and offset by a tax
benefit of an equal amount in continuing operations (see Benefit from Income Taxes above). Excluding this tax provision, we
had income of $4.4 million, which is driven by the gain of $11.5 million on the sale of the Reflections studio and the related
Driver property.

Year ended March 31, 2005 versus vear ended March 31, 2006

Consolidatzd Statement of Operations (dollars in thousands):

Year % of Year % of
Ended Net Ended Net {Decrease)/
March 31, Revenues March 31, Revenues Increase
2008 2006 $ %
NELIBVETIUES......eonceverernrosresnesssseseseveeeoesmremsmtsmsssssssessenneeens 9 343,837 100.0% $ 206,796 100.0% $ (137.,041) (39.9%
Cost of goods $ald 2. : 200,244 58.2% 133,604 64.6% (66,640) (333)%
Research and product development eXpenses ......ow.eer 58,311 17.0% 51,887 25.1% (6,424) (11.00%
Selling and distribution expenses ................ 58,220 16.9% 42,985 20.8% (15,235) {26.2)%
General and administrative expenses. 35,792 10.5% 30,385 14.7% {5,407) (15.1)%
ReStructuring eXpenses... ... 4,932 1.4% 8,867 43% 3,935 79.8%
Gain on szle of intellectual property .. . -- 0.0% (6,224) (3.00% 6,224 100.0%
Atari trademark license eXpense ... 3,350 1.0% 3,067 1.5% (283) (8.4)%
0,

Depreciation and amortization
Total costs and expenses ........

__ 6958 __28% __ 5200 . _25% __ . (L15)
367807 _107.0% 269773 _130.5% __(98.034} __ (267\%

Operating (loss) ..... (23,970} (7.0)% (62,977 (30.5)% 35,077 162.7%
Tnterest expense, NEt ... wmmerecsssirons (459) (0.1)% (595) {0.2)% 136 29.6%
Other income (EXPENSE) ... rreerrrercermrcrcniiins 00% (2080 _ (0.ive . (230) 2

{Loss) befere (benefit from) income taxes... (24.387) (7.1)% (63,780) (30.8)% 39,393 161.5%
(Benefit from}) INCOME LAXES ....o.coneenecvrrrnn _8% o (408). __ (e __ (2.12N Y,
(Loss) from continuing operations (14,855) (4.)% (63,375) (30.6)% 48,520 326.6%
Income (loss) from discontinued operations of

Reflections Interactive Ltd, net of tax provision of

£9,716 ard $0, 1eSpectively ..o 20,547 6.0% (56111 (2.8)% (26,158)  _(i21.3)%

Net INCOME {I0S5)..ovvv.crrecsisre oo resseremsssrsssesseesss B g 092 _17% §_ (68986) _.(334)% B__(74.67%) (1.312.0Y%

Net Revenues

Net revenues by segment for the years ended March 31, 2005 and 2006 are as follows (in thousands):

Years
Ended
March 31, (Decrease}

35




2005 2006

PUBBShING......coveeeeerrsesseerriccinccncisrrisininies P 289,636 § 153,598 $ (136,038)
Distribution ...... OO OO 1 .11 1 § 53,198 _ {1.003)
Total . e $.343837 $. 206796 £ (137041}

The platform mix for the years ended March 31, 2005 and 2006 for net publishing revenues from product sales is as follows:

Publishing Platform Mix

2005 20046
PlayStation 2. R 36.6% 35.5%
. GO 28.7% 32.7%
XboX... ... ooe 8.7% 9.8%
Plug and Play........... 5.8% 9.3%
Game Boy AdVance ... 13.0% 6.7%
Nintendo DS .....ococoorenec 0.8% 2.1%
PlayStation Portable ... 0.0% 2.1%
Game Cube ............. 5.3% 1.8%
PlayStation..... v, _ 00%
TOtAL...oomvrovreerr s rrneeemss e sseer e e 100.0% 100.0%

Net revenues for the year ended March 31, 2006 decreased approximately 39.9%, largely due to underperformance from new
product launches, product launch delays, and a weak holiday season, compounded by the transition to next generation
consoles.

o  Fiscal 2006 net publishing revenues of $153.6 million include net product sales from new releases of $95.1 million,
which includes the top sellers of fiscal 2006: Dragon Ball Z: Budokai Tenkaichi (PlayStation 2), Matrix: Path of
Neo (PlayStation 2, Xbox, and PC), Afari Flashback 2.0 (plug and play), and Geiting Up: Contents Under Pressure
(PlayStation 2, Xbox, and PC). Other new releases in fiscal 2006 included Dungeons and Dragons: Stormreach
(PC), Indigo Prophecy (PC, PlayStation 2, and Xbox), and Dragon Ball Z: Transformations (Game Boy Advance).
In fiscal 2005, net publishing revenues of $289.6 million were driven by the Dragon Ball Z franchise, which
generated full year net product sales of $85.9 million, led by Budokai 3 (PlayStation 2), Sagas (PlayStation 2, Xbox
and GameCube), Buu's Fury (Game Boy Advance), and Super Sonic Warriors (Game Boy Advance).

o During the year ended March 31, 2006, back catalogue sales were 24.2% of our net product revenues, which is
comparable with 22.6% of our net product revenues during fiscal 2005.

« Publishing net revenues include international royalty income earned on IESA’s international sales of our titles.
International royalty income increased by $11.0 million from $2.5 million in fiscal 2005 to $13.5 million in fiscal
2006. The fiscal 2006 income was driven by international sales of Matrix: Path of Neo, Geiting Up: Contents
Under Pressure, and Indigo Prophecy. The 2006 revenues also include an unfavorable exchange rate impact of
approximately $1.0 million from the strengthening U.S. dollar against the Euro.

e Domestic licensing and other income, included in publishing net revenues, decreased approximately 37.9% to $12.1
million from $19.5 million in fiscal 2005. The decrease was driven by:

o domestic licensing income of $8.2 million in fiscal 2006, compared with §15.3 million in fiscal 2003,
driven by fiscal 2005’s recognition of the Duke Nukem Royalty Advance Promissory Note of $4.3 million,
offset by

o fiscal 2006s recognition of production services revenue of $2.0 million from Atari Interactive pursuant to
an agreement signed in March 2006.

e The overall average sales price (“ASP™) of the publishing business increased from $18.98 in fiscal 2005, to $20.50
in fiscal 2006. Trends include:

o fiscal 2006 inclusion of PlayStation Portable, with an ASP of $26.08, increasing the overall console ASP
from $21.59 in the fiscal 2005 to $25.44 in fiscal 2006, offset by
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o adecrease in the ASP of the Atari Flashback plug-and-play games from $29.87 in fiscal 2005 to $19.90.

¢ Platform mix has shifted away from console product toward lower priced PC and plug-and-play product. Fiscal
2006's year to date mix consisted of 58.0% console product, 32.7% PC product, and 9.3% Atari Flashback product,
compared with the fiscal 2005 mix of 65.5% console praduct, 28.7% PC product, and 5.8% Atari Flashback

product.

« Total distribution net revenues decreased $1.0 million due to increased competition; however, the fiscal 2006 period
includes net revenues of Humongous, Inc. as a distributed party since August 2005.

e In the fourth quarter of fiscal 2006, we recorded additional price protection allowances of $4.2 million in connection
with our aggressive pricing program, which reduced console and certain PC titles sold prior to March 31, 2006 to a
retail price of $19.95.

Cost of Goods Sold

Cost of goods sold for the year ended March 31, 2006 decreased by $66.6 million primarily from decreased sales
volume. Cost of goods sold as a percentage of net revenues increased from 58.2% to 64.6%, reflecting:

e ahigher mix of higher cost third-party distributed product sates as a percentage of net revenues (25.7% in the 2006
year compared with 15.8% in the prior year),

o lower licensing and other income, on which we incur lower costs, and

e higher license expense in the current period due to higher mix of licensed product sales, primarily Dragon Ball Z
sales.

Research and Product Development Expenses

Research and product development expenses for the year ended March 31, 2006 decreased approximately $6.4
million due to:

e adecrease in expense incurred with external developers of $6.8 million due to fewer titles in development,

o a decrease in salary and other related expenses of $3.1 miltion due to office closures in Santa Monica and Beverly,
offset by

» increased spending of $4.7 million for certain projects in development at our internal studios.

Internal research and product development expenses represented 46.2% and 43.6% of the total research and product
development expenses for the years ended March 31, 2005 and 2006, respectively. Research and product development
expenses, as a percentage of net revenues, increased from 17.0% in the 2005 year to 25.1% in fiscal 2006 due to a general
shortfall in sales.

Selling and Distribution Expenses

Selling and distribution expenses for the year ended March 31, 2006 decreased approximately $15.2 million due to:

o significant savings in the current period on advertising ($25.2 million in fiscal 2006 as compared to $31.6 million in
the prior period) due to fewer new titles released,

s lower variable distribution costs, including freight, shipping and handling, on lower sales, and

¢ savings in salarics and related overhead costs from the closure of the Santa Monica and Beverly studios, as well as
personnel reduction at our New York headquarters.
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General and Administrative Expenses

General and administrative expenses for the year ended March 31, 2006 decreased approximately $5.4 million due
to:

s reduction in salary and related costs due to reduced headcount,

¢ reduction in rent and other overhead costs due to the closure of Beverly and Santa Monica studios (included in
restructuring expense), offset by

s increased professional fees primarily due to increased use of outside legal and other consulting services, and

the prior year’s inclusion of a $0.9 million translation gain from the liquidation of the dormant Australian subsidiary.
Restructuring Expenses

In February 2005, management announced the planned closure of the Beverly, Massachusetts, and Santa Monica,
California, publishing studios and the relocation of the functions previously provided by the studios to our corporate
headquarters in New York. In fiscal 2006, restructuring activities continued with headcount reduction in our corporate
headquarters in New York, as well as other locations, and terminations at our Humongous studio which was sold in August
2005. These costs increased by $3.9 million due to:

» fiscal 2006 recognition of the present value of all future lease payments for offices closed as part of the restructuring
plan, as well as other lease related expenses, of $1.6 miilion,

»  severance costs of $2.0 million related to headcount reductions in our New York office in February 2006,
e relocation expenses of $0.4 million recorded in fiscal 2006, and
o fixed asset write offs of $0.4 million recorded in fiscal 2006.

Gain on Sale of Intellectuzal Property

In the fourth quarter of fiscal 2006, we sold certain of our intellectual properties to a third party for approximately
$6.2 million. The amount is primarily driven by the sale of our Timeshift property.

Atari Trademark License Expense

Atari trademark license expense decreased by $0.3 million due to a change made in the fourth quarter of fiscal 2006
in the expected future earnings upon which this expense is based.

Depreciation and Amortization

Depreciation and amortization for year ended March 31, 2006 decreased by 31.8 million due to asset write offs
associated with the restructuring as well as assets becoming fully depreciated during the year, offset by new assets placed into
service during the period.
Interest Expense, net

Interest expense, net, increased by $0.1 million as a result of:

¢ prior year recognition of interest income of $0.9 million earned on the various related party notes receivable
outstanding during the period, offset by

s lower credit facility interest of $0.7 million in the period due to lower outstanding botrrowings, and

+ interest income of $0.1 million earned on a prior period income tax refund.
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Other Income (Expense)

In fiscal 2006, we recorded a loss of $0.2 million on the sale of IESA common shares received in connection with
the sale of the Humongous studio. No significant items were recorded in the prior year.

Benefit from Income Taxes

With regards to the year ended March 31, 2005, we recorded a benefit from incotne taxes of $9.5 million. This
includes a non-cash tax benefit of $9.7 miltion which offsets a non-cash tax provision of the same amount included in loss
from discontinued operations, recorded in accordance with FASB Statement No, 109, “Accounting for Income Taxes,”
paragraph 140. Paragraph 140 states that all items should be considered for purposes of determining the amount of tax
benefit that results from a loss from continuing operations and that should be allocated to continuing operations. The
recording of a benefit is appropriate in this instance, under the guidance of Paragraph 140, because such domestic loss offsets
the domestic gain generated in discontinued operations. This is offset by approximately $0.2 million for foreign tax liabilities
at our dormant UK subsidiary. In fiscal 2006, the total benefit from income taxes of $0.4 million resulted from a reversal of
a prior period tax reserve resulting from the successful conclusion ($0.3 million benefit) of an IRS examination of the tax
year ended June 30, 2003 which was completed in fiscal 2006, as well as the reversal of the $0.2 million UK tax reserve
(benefit) recorded in the prior year, pursuant to discussions with UK tax inspectors, offset by an additional state tax provision
of $0.1 million recorded arising from a current New York State tax audit.

Income (Loss) from Discontinued Operations of Reflections Interactive Ltd, net of tax

Income (loss) from discontinued operations of Reflections Interactive Ltd decreased from income of $20.5 million
in fiscal 2005 to a loss of $5.6 million in fiscal 2006. The fiscal 2006 loss was driven by the operating costs of the
Reflections studio, which was sold in August 2006. The fiscal 2005 income is driven by sales from the successful launch of
Driver 3 ir. June 2004, offset by the operations of the Reflections studio and a tax provision of $9.7 million associated with
discontinued operations (which is offset by a tax benefit of an equal amount in continuing operations; see Benefit from
Income Taxes above).

Liquidity and Capital Resources
Overview

A need for increased investment in development and increased need to spend advertising dollars to support product
launches, caused in part by “hit-driven” consumer taste, have created a significant increase in the amount of financing
required to sustain operations, while negatively impacting margins. Further, as our business continues to be more seasonal,
which creates a need for significant financing to fund the seasonal development and manufacturing activities, in addition to
the financing we need throughout the year to fund our working capital requirements. Qur only credit line is an asset based
secured credit line that is limited to $15.0 million (subject to a borrowing base calculation), and which the lenders will have
the right to cancel if we fail to meet financial covenants (the lenders waived defaults resulting from our failure to meet
covenants at March 31, 2007). Further, the credit facility may be terminated if we do not comply with financial and other
covenants prior to our need for borrowing (i.e. Nasdaq Delisting). Even if the credit line remains in effect, it will not provide
all the funds we will need to pay for inventory that will be needed for the calendar 2007 holiday season. Historically, TESA
has sometimes provided funds we needed for our operations, but it is not certain that it will be able, or will be willing to
provide the funding we will need for fiscal 2008 or subsequent to that.

Because of our funding difficulties, we have sharply reduced our expenditures for research and product development
regarding new games. During the year ended March 31, 2007, our expenditures on research and product development
decreased by 42.0%, to $30.1 million, compared with $51.9 million in fiscal 2006. This will reduce the flow of new games
that will be available to us in fiscal 2008 and 2009, and possibly after that. Our lack of financial resources to fund a full
product development program may reinforce our focus on casual gaming, which requires substantially less research and
product investment.

During fiscal 2007, we raised approximately $35.0 million through the sale of a certain intellectual property and the
divestiture of our internal development studios. In May 2007, we announced a plan to reduce our total workforce by
approximately 20% as a cost cutting initiative. To reduce working capital requirements and further conserve cash we will
need to take additional actions in the near-term, which may include additional personnel reductions and suspension of
additional development projects. However, these steps may not fully resolve the problems with our financial position. Alsa,
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lack of funds will make it difficult for us to undertake a strategic plan to general new sources of revenues and otherwise
enable us to attain fong-term strategic objectives. We continue to seek additional funding.

Cash Flows

(in thousands)
March 31, March 31,
2006 2007
(00T | T . 3 14948 $ 7603
Working capital (defieit).......c.coooniicccemnnrnnnnnns $ (2,996) $ 1,213
Year Year
Ended Ended
March 31, March 31,
2006 2007
Cash {used in) operating activities ... 3 (16,005} § (36,939)
Cash provided by investing acuvmes 13,774 29,757
Cash provided by (used in} Fnancmg uct:vm . 7,211 (216)
Effect of exchange rates on cash... . {20} 33
Net increase (decrease) in cash..........cooccccccnnrccre: 3 4960 % (7,345)

During the year ended March 31, 2007, cash of $36.9 million was used in operating activities, driven by our loss
from continuing operations of $66.6 million, compounded by payments made on trade and royalty payables and offset by a
non-cash impairment charge on our goodwill of $54.1 million. In fiscal 2006, cash used in operating activities was driven by
a net loss of $69.0 million, but was offset by a decrease of $30.1 million in accounts receivable from cash collections on
balances on hand at March 2005,

During fiscal 2007, investing activities provided cash of $29.8 million due to several sale transactions completed
during the period:

¢ proceeds of $23.4 million received in connection with the sale of our Reflections studio,
¢ proceeds of $9.0 million from the sale of the Stuntman intellectual property, and
e proceeds of $1.6 million from the sale of our Shiny studio in the current period.

The cash proceeds are partially offset by a restricted security deposit of $1.8 million to collateralize a letter of credit
related to our new office lease, purchases of intangible assets of $1.7 million, and purchases of property and equipment of
$0.8 million. Investing activities for the year ended March 31, 2006 provided approximately $13.8 million, driven by $10.1
million received from the sale of IESA shares obtained in connection with the sate of the Humongous studio in August 2005,
as well as $6.2 million received from the sale of two of our intellectual properties.

During fiscal 2007, net cash used in financing activities was $0.2 million due to payments under our capitalized
lease obligations. During fiscal 2007, we borrowed approximately $15.0 million from our credit facility to fund our calendar
2006 holiday season. All borrowings were repaid prior to March 31, 2007. During fiscal 2006, our financing activities
provided net cash of $7.2 million, driven by proceeds from an issuance of our common stock. Through out fiscal 2006, we
borrowed approximately $157.6 million from our credit facility of which all borrowings have been repaid prior to March 31,
2006.

We have a three-year revolving credit facility with Guggenheim to fund our working capital needs. For the quarter
ended March 31, 2007, we were not in compliance with certain financial covenants required by the credit facility. In May
2007, we received a waiver of the covenants effective March 31, 2007. We are currently seeking additional sources of
funding.
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Our outstanding accounts receivable balance varies significantly on a quarterly basis due to the seasonality of our
business and the timing of new product releases. There were no significant changes in the credit terms with customers during
the twelve month period ended March 31, 2007.

Due to our reduced product releases, our business has become increasingly seasonal. This increased seasonality has
put significant pressure on our liquidity prior to our holiday season as financing requirements to build inventory are high.
During fiscal 2007, our third quarter (which includes the holiday season) represented approximately 38.7% of our net
revenues for the entire year.

We do not currently have any material commitments with respect to capital expenditures. However, we do have
commitments to pay royalty and license advances, milestone payments, and operating and capital lease obligations.

We are also party to several litigations arising in the ordinary course of our business. Management believes that the
ultimate resolution of these matters will not have a material adverse effect on our liquidity, financial condition or results of
operations.

Selected Balance Sheet Accounts

Accounts Receivable, net

Accounts receivable, net, decreased by $5.6 million from $12.1 million at March 31, 2006 to $6.5 million at March
31, 2007, driven by fewer new releases.

Inventories, net

Inventories, net, decreased by $12.0 million from $20.8 million at March 31, 2006 to $3.8 million at March 31,
2007, driven by an overail decrease in the distribution business as well as fewer planned new releases.

Goodwill

Gnodwill decreased by $66.4 miltion due to an allocation of $12.3 million to the sale of Reflections, completed in
the second quarter of fiscal 2007, and a non-cash impairment charge of $54.1 million recorded in the fourth quarter of fiscal
2007.

Due from Related Parties/Due to Related Parties

Due from related parties decreased by $2.9 million and due to related parties decreased by $4.6 miilion from March
31, 2006 to March 31, 2007. The decreases are driven by decreased royalty and development activity between related parties
compounded by payments made during the fiscal year.

Accounts Payable, Accrued Liabilities, and Royalties Payable

Accounts payable, accrued liabilities, and royalties payable decreased by $12.9 million, $5.7 million, and §9.2
million, respectively, from March 31, 2006 to March 31, 2007. The decreases were driven by a lower volume of transactions
in the current period, and fewer planned unit sales, which resulted in lower total manufacturing costs.

Long-term Liabilities

Long-term liabilities increased by $2.7 million from $0.7 million at March 31, 2006 to $3.4 million at March 31,
2007 due to the provisions of our new New York headquarters lease, which resulted in deferred rent of $1.9 million.
Additionally, our lease provided for a landlord allowance for renovations of $4.5 million, of which $1.2 million has been
completed as of March 31, 2007 and was recorded as a deferred credit that will be amortized against rent expense over the
life of the lease.

Credit Facilities

Guggenheim Credit Facility
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On November 3, 2006, we established a secured credit facility with several lenders for which Guggenheim is the
administrative agent. The Guggenheim credit facility will terminate and be payable in full on November 3, 2009. The credit
facility consists of a secured, committed, revolving line of credit in an amount up to $15.0 million, which includes a $10.0
million sublimit for the issuance of letters of credit. Availability under the credit facility is determined by a formula based on
a percentage of our eligible receivables. The proceeds may be used for general corporate purposes and working capital needs
in the ordinary course of business and to finance acquisitions subject to limitations in the Credit Agreement. The credit
facility bears interest at our choice of (i) LIBOR plus 5% per year, or (ii) the greater of (a) the prime rate in effect, or (b) the
Federal Funds Effective Rate in effect plus 2.25% per year. Additionally, we are required to pay a commitment fee on the
undrawn portions of the credit facility at the rate of 0.75% per year and we paid to Guggenheim a closing fee of $0.2 million.
We may terminate or reduce the committed amount of the facility at any time, subject to payment satisfying certain
requirements and payment of a prepayment fee. Obligations under the credit facility are secured by liens on substantially all
of our present and future assets, including accounts receivable, inventory, general intangibles, fixtures, and equipment, but
excluding the stock of our subsidiaries and certain assets located outside of the U.S.

The credit facility includes provisions for a possible term loan facility and an increased revolving credit facility line
in the future. If such term loan is made, the early termination prepayment fee is no longer applicable. The credit facility also
contains financial covenants that require us to maintain enumerated EBITDA, liquidity, and net debt minimums, and a capital
expenditure maximum. As of March 31, 2007, we were not in compliance with all financial covenants; however, we have
received a waiver as of that date. There were no borrowings outstanding under the facility as of March 31, 2007.

FISBC Loan and Security Agreement

Until May 31, 2006, we had a one year $50.0 miilion revolving credit facility (“Revolving Credit Facility”) with
HSBC to fund our working capital and general corporate needs. On January 18, 2006, HSBC notified us that as a result of
our failure to meet certain financial covenants for the quarter ended December 31, 2005, they would not extend further credit
under our revolving credit facility. The revolving credit facility expired on May 31, 2006 and was replaced by the
Guggenheim revolving credit facility in November 2006 (sec above).

Availability under the Revolving Credit Facility was determined based on percentages of our eligible receivables
and eligible inventory for certain seasonal peak periods. The Revolving Credit Facility bore interest at prime for daily
borrowings or LIBOR plus 1.75% for borrowings with a maturity of 30 days or greater. We were required to pay a
commitment fee of 0.25% on the average unused portion of the facility quarterly in arrears and closing costs of
approximately $0.1 million,

Contractucl Obligations

As of March 31, 2007, royalty and license advance obligations, milestone payments and future minimum lease
obligations under non-cancelable operating and capital leases were as follows (in thousands):

Contractual Obligations

Royalty and
license Milestone Operating lease Capital lease
Fiscal Year advances (1) payments (2) obligations (3) obligations (4) Total
3 1,849 % 3764 % 3,557 8 75 8 9,245
s - 3,024 12 3,036
-- -- 2,997 Coe- 2,997
-- - 2,937 -- 2,937
- - 2822 - 2,822
- - 24,465 - 24.465
Total  oeeereriene g 1,849 §_. 3764 §.__ 398020 § 87 § 45502

(1) We have committed to pay advance payments under certain royalty and license agreements. The payments of
these obligations are dependent on the delivery of the contracted services by the developers.

(2) Milestone payments represent royalty advances to developers for products that are currently in development.
Although milestone payments are not guaranteed, we expect to make these payments if all deliverables and
milestones are met timely and accurately. Included in the total contractual obligations of $3.8 million are
payments of $0.3 million to be made to a related party development studio.
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(3) We account for our office leases as operating leases, with expiration dates ranging from fiscal 2008 through fiscal
2022. There are future minimum annual rental payments required under the leases, including a related party sub-
Jease with Atari Interactive, net of $1.6 million of sublease income to be received in fiscal 2008 and fiscal 2009.
Leasehold improvements made at the beginning of or during a fease are amortized over the shorter of the
remaining lease term or the estimated useful lives of the assets.

During June 2006, we entered into a new lease with our current landlord at our New York headquarters for
approximately 70,000 square feet of office space for our principal offices. The term of this lease commenced on
July 1, 2006 and is to expire on June 30, 2021. Upon entering into the new lease, our current lease, which was set
to expire in December 2006, was terminated. The rent under the new lease for the office space is approximately
$2.4 million per year for the first five years, increases to approximately $2.7 million per year for the next five
years, and increases to $2.9 million for the last five years of the term. In addition, we must pay for electricity,
increases in real estate taxes and increases in porter wage rates over the term. The landlord is providing us with a
one year rent credit of $2.4 million and an allowance of $4.5 million to be used for building out and furnishing the
premises, of which $1.2 million has been recorded as a deferred credit as of March 31, 2007; the remainder of the
deferred credit will be recorded as the improvements are completed, and will be amortized against rent expense
over the life of the lease. A nominal amount of amortization was recorded during the year ended March 31, 2007.
We provided the landlord with a security deposit under the new lease in the form of a letter of credit in the initial
amount of $1.7 million, which has been cash collateralized and is included in security deposits on our
consolidated balance sheet. In August 2007, we amended this lease to reduce the space we occupy by one-half,
effective December 31, 2007,

{(4) We maintain several capital leases for computer equipment, Per FASB Statement No. 13, “Accounting for
Leases,” we account for capital leases by recording them at the present value of the total future lease payments,
They are amortized using the straight-line method over the minimum lease term. As of March 31, 2006, the net
book value of the assets, included within property and equipment on the balance sheet, was $0.5 million, net of
accumulated depreciation of $0.3 million. As of March 31, 2007, the net book value of the assets was $0.1
million, net of accumulated depreciation of $0.5 million.

Effect of Relationship with IESA on Liquidity

Historically, we have relied on IESA to provide limited financial support to us; however, IESA has its own financial
needs and, as it assesses its business operations/plan, its ability and willingness to fund its subsidiaries’ operations, inctuding
ours, is uncertain. See [tem 1 for a discussion of our relationship with TESA, as well as our risk factors on page 13.

Recent Accounting Pronouncements

Effective April 1, 2006, we adopted FASB Statement No. 123(R), “Share-Based Payments,” issued in December
2004, FASB Statement No. 123(R) is a revision of FASB Statement No. 123, “Accounting for Stock-Based Compensation,”
and supersedes APB Opinion No. 25, “Accounting for Stock Issued to Employees.” See Note 2 for further information
regarding this adoption.

In October 2005, the FASB issued FASB Staff Position (“FSP”} No. FAS [23(R)-2, “Practical Accommodation to
the Application of Grant Date as Defined in FASB Statement No. 123(R).” The FASB provides companies with a "practical
accommodation” when determining the grant date of an award subject to FASB Statement No. 123(R). If (1) the award is a
unilateral grant, that is, the recipient does not have the ability to negotiate the key terms and conditions of the award with the
employer, (2) the key terms and conditions of the award are expected to be communicated to an individual recipient within a
relatively short time period, and (3) as long as all other criteria in the grant date definition have been met, then a mutual
understanding of the key terms and conditions of an award is presumed to exist at the date the award is approved.

In November 2005, the FASB issued FSP No. FAS 123(R)-3, “Transition Election Related to Accounting for the
Tax Effects of Share-Based Award Payments.” FSP No. FAS 123(R)-3 provides an alternative method of calculating the
excess tax benefits available to absorb tax deficiencies recognized subsequent to the adoption of FASB Statement No.
123(R). The adoption of this FSP did not have a material impact on our results of operations or financial condition.

In May 2005, the FASB issued Statement No. 154, “Accounting Changes and Error Corrections, a replacement of
APB Opinion No. 20 and FASB Statement No. 3.” FASB Statement No. 154 provides guidance on the accounting for and
reporting of, accounting changes and error corrections. It establishes retrospective application to prior periods’ financial
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statements as the required method for reporting a change in accounting principle and the reporting of a correction of an error.
We have implemented this Statement in fiscal 2007. See Note 25 in our audited consolidated financial statements for the
fiscal year-end March 31, 2007 for the adoption of FASB Statement No. 154 and Note 23 for the implementation of the SEC
Staff Accounting Bulletin No. i03.

In June 2006, the FASB issued FASB Interpretation No. (“FIN”) 48, “Accounting for Uncertainty in Income
Taxes—An Interpretation of FASB Statement No. 109.” FIN 48 clarifies the accounting for uncertainty in income taxes
recognized in financial statements in accordance with FASB Statement No. 109, “Accounting for Income Taxes.” FIN 48
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a
tax position taken or expected to be taken in a tax retum. FIN 48 also provides guidance on derecognition, classification,
interest and penalties, accounting in interim periods, disclosure, and transition. We are required to adopt the provisions of
FIN 48 in the first quarter of fiscal 2008. We have not yet evaluated the impact of this implementation on our consolidated
financial statements.

In September 2006, the FASB issued FASB Statement No. 157, “Fair Value Measurements,” which provides a
single definition of fair value, together with a framework for measuring it, and requires additional disclosure about the use of
fair value to measure assets and liabilities. Furthermore, in February 2007, the FASB issued FASB Statement No. 159, “The
Fair Value Option for Financial Assets and Liabilities,” which permils an entity to measure certain financial assets and
financial liabilities at fair value, and report unrealized gains and losses in earnings at each subsequent reporting date. lIts
objective is to improve financial reporting by allowing entities to mitigate volatility in reported earnings caused by the
measurement of related assets and liabitities using different attributes without having to apply complex hedge accounting
provisions. Statement No. 159 is effective for fiscal years beginning after November 15, 2007, but early application is
encouraged. The requirements of Statement No. 157 are adopted concurrently with or prior to the adoption of Statement No.
159. We have not yet evaluated the impact of this implementation on our consolidated financial statements.

In September 2006, the SEC issued Staff Accounting Bulletin (“SAB”) No. 108, “Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements.” SAB No. 108 addresses how
the effects of prior year uncorrected misstatements should be considered when quantifying misstatements in current year
financial statements. SAB No. 108 requires companies to quantify misstatements using both a balance sheet and an income
statement approach and to evaluate whether either approach results in quantifying an error that is material in light of relevant
quantitative and qualitative factors. When the effect of initial application is material, companies will record the effect as a
cumulative effect adjustment to the beginning balance of retained eamings. The provisions of SAB No. 108 are effective for
us for the fiscal year ended March 31, 2007. The implementation of SAB No. 108 has impacted our consolidated financial
statements. See Note 23 in our audited consolidated financial statements for the fiscal year-end March 31, 2007 for the
adoption of SEC Staff Accounting Bulletin No. 108.

During the year ended March 31, 2007, the SEC finalized Rule Release 33-8732A regarding disclosure requirements
for executive and director compensation. The final rule increases the disclosure requirements of total compensation for the
principal executive officer, the principal financial officer, and up to three of the other most highly paid officers, and requires
tabular presentation of all director compensation. The new requirements are effective in Forms 8-K for triggering events that
occur on or after November 7, 2006, and in Forms 10-K for fiscal years ending on or after December 15, 2006. This
information is incorporated by reference to our definitive Proxy Statement for our Annual Meeting of Stockholders to be held
in fiscal 2008, which we expect to be filed with the SEC within 120 days after the end of fiscal 2007.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our carrying values of cash, accounts receivable, inventories, prepaid expenses and other current assets, accounts
payable, accrued liabilities, royalties payable, assets and liabilities of discontinued operations, and amounts due to and from
related parties are a reasonable approximation of their fair value.

Foreign Currency Exchange Rates

We eam royalties on sates of our product sold intemationally. These revenues, which are based on various foreign
currencies and are billed and paid in U.S. dollars, represented $5.2 million of our revenue for the year ended March 31, 2007,
We also purchase certain of our inventories from foreign developers and pay royalties primarily denominated in euros to IESA
with regards to the sales of IESA products in North America. We do not hedge against foreign exchange rate fluctuations.
Therefore, our business in this regard is subject to certain risks, including, but not limited to, differing economic conditions,
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changes in political climate, differing tax structures, other regulations and restrictions and foreign exchange rate volatility. Qur
future resulis could be materially and adversely impacted by changes in these or other factors. As of March 31, 2007, we did not
have any net revenues earned by our foreign subsidiaries. These subsidiaries represented 1.8% of total assets; of these foreign
assets, $0.6 million was associated with the Reflections development studio located outside the United States, which was sold
during the current period. We also recorded approximately $4.6 million in operating expenses attributed to the foreign
operations of Reflections, which is included in income (loss) from discontinued operations on our consolidated statements of
operations. Currently, substantially all of our business is conducted in the United States where revenues and expenses are
transacted in U.S. dollars. As a result, the majority of our results of operations are not subject to foreign exchange rate
fluctuations.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our Consolidated Financial Statements, and notes thereto, and our Financial Statement Schedule, are presented on
pages F-1 through F-45 hereof as set forth below:

PAGE
ATARI, INC. AND SUBSIDIARIES
Report of Independent Registered Public AcCOUnting Firm ..., F-1
Consolidated Balance Sheets as of March 31, 2006 and March 31, 2007 ..., F-2
Consolidated Statements of Operations for the Years Ended March 31, 2005, 2006, and 2007................ F-3
Consolidated Statements of Cash Flows for the Years Ended March 31,2005, 2006, and 2007 ........oo...... F-4
Consolidated Statements of Stockholders' Equity and Comprehensive Income (L.oss)
for the Years Ended March 31, 2005, 2006, and 2007 ...t s F-6
Notes to the Consolidated Financial StAleMENIS .......oeeivmerriessstimer e s F-7 to F-41
FINANCIAL STATEMENT SCHEDULE
Schedule [I--Valuation and Qualifying Accounts for the Years Ended March 31, 2005, 2006, and 2007 .. F-42

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Acting Chief Financial Officer, evaluated the
effectiveness of our disclosure controls and procedures as of March 31, 2007. The term “disclosure controls and procedures,”
as defined in Rules 13a-15(c) and 15d-15(e) under the Securities Exchange Act of 1934 (the “Exchange Act”), means
controls and other procedures of a company that are designed to ensure that information required to be disclosed by a
company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported,
within the time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include, without
limitation, controls and procedures designed to ensure that information required to be disclosed by a company in the reports
that it files or submits under the Exchange Act is accumulated and communicated to the company’s management, including
its principal executive and principal financial officers, as appropriate to allow timely decisions regarding required disclosure.
As described below under Management's Report on Internal Control over Financial Reporting, we identified material
weaknesses in our internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15({f)) as of
March 31, 2007. As a result, management has concluded that disclosure controls and procedures were ineffective.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as such
term is defined in Rule 13a-15(f) under the Exchange Act. Internal control over financial reporting is a process designed by,
or under the supervision of, our principal executive and principal financial officers and effected by our Board of Directors,
management and other personnel, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles.
Intemnal control over financial reporting includes those policies and procedures that:
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«  Perlain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and
dispositions of our assets;

» Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and that our receipts and expenditures are being made
only in accordance with authorizations of our management and directors; and

+  Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition
of the Company’s assets that could have a material effect on the financial statements.

Management assessed the effectiveness of our internal control over financial reporting as of March 31, 2007. In making this
assessment, management used the criteria set forth in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (the “COS0”).

A material weakness is a control deficiency, or a combination of control deficiencies, that result in a reasonable possibility
that a material misstatement of the annual ot interim financial statements will not be prevented or detected.

In connection with management’s assessment of our internal control over financial reporting described above, management
has identified the following material weaknesses in the Company’s internal control over financial reporting as of March 31,
2007:

e There was a material weakness in the design and operation of the Company’s internal controls over financial
reporting related to income taxes which resulted in a more than remote likelihood that a material misstatement of the
annual or interim financial statements would not be prevented or detected. Management did not maintain a sufficient
number of technically qualified personnel during the year to facilitate the identification of all issues associated with
the Company’s income tax closing process or to appropriately prepare and review income tax related analysis. This
materia] weakness resulted in material adjustments to income tax accounts within the current and prior period
consolidated financial statements.

e There were material design and operational deficiencies related to the preparation and review of financial
information during the Company’s year end closing process. These items resulted in more than a remote likelihood
that a material misstatement or lack of disclosure within the annual or interim financial statements would not be
prevented or detected. The Company experienced significant turnover of senior financial management and did not
maintain a sufficient number of qualified personnel to support the Company’s financial reporting and close process.
This has resulted in a significant workload for the existing personnel who manage the financial reporting and closing
process and reduced the likelihood that such individuals could detect a material adjustment to the Company’s books
and records or anticipate, identify, and resolve accounting issues in the normal course of performing their assigned
functions. This material weakness resulted in material adjustments to the inventory, operating expenses, additional
paid-in capital accounts within the financial statements and financing activities within the fiscal 2005 and 2006
consolidated statements of cash flows..

=  There were material design and operational deficiencies in the Company’s controls over related party transactions,
which, when aggregated, resuited in a more than remote likelihood that a material misstatement or lack of disclosure
in the annual or interim financial statements would not be prevented or detected. The Company can be impacted by
certain financial transactions and operating decisions of [ESA. Management determined that an inadequate level of
communication between the Company and IESA has resulted in an increased likelihood that the accounting
department would not detect a significant transaction affecting the Company which would lead to a material
adjustment to the Company’s books and records or a material change to the disclosure in the footnotes to the
financial statements. This material weakness resuited in adjustments to operating expense and additional paid-in
capital accounts and related party disclosures in the current period consolidated financial statements.

Management has concluded that, as a result of these material weaknesses, the Company did not maintain effective internal
control over financial reporting as of March 31, 2007, based on the criteria in Internal Control-integrated Framework issued
by COSO.
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Management’s assessment of the effectiveness of the Company’s internal control over financial reporting as of March 31,
2007 has been audited by Deloitte & Touche LLP, an independent registered public accounting firm, as stated in their report,
which is included on pages 47 through 49 of this Annual Report on Form 10-K.

Changes in Internal Control over Financial Reporting

As previously reported in the Company’s Annual Report on Form 10-K for the fiscal year ended March 31, 2006,
management determined that, as of March 31, 2006, there were material weaknesses in the Company’s internal control over
financial reporting relating to (i) the financia! close and reporting process (ii) control design deficiencies related to the
reliance on computer generated information for accounts receivable and revenue (jii) control design deficiencies related to the
reliance on computer generated information for cost of sales and payment approval and disbursements to suppliers {iv)
payroll records and reconciliations at an internal development studio and (v) income tax accounts and related disclosures. As
reported in the Annual Report for fiscal 2006, the Company initiated a number of changes in its internal controls to remediate
these material weaknesses. As of March 31, 2007, the following measures to remediate the control deficiencies have been

implemented:

e We sold all our internal development studios; as a result, ail payrolt processes are now centralized in the US in our
corporate headquarters.

s We reorganized the review and approval process within our Information Technology group, including integrating
our external service providers into the formal review process.

s  We enhanced our general computer controls and internal procedures related to Information Technology operations,
security and change control, so that we can rely on computer generated information,

Based on the implementation of the additional internal controls discussed above and the subsequent testing of those internal
controls for a sufficient period of time, management has concluded that items (ii), (iii) and (iv) of the five material
weaknesses identified at March 31, 2006 and discussed above have been remediated.

There have been no other changes in our internal control over financial reporting that occurred during the fourth quarter of
the fiscal year ended March 31, 2007 that have materially affected, or are reasonably likely to materially affect, our internal

control over financial reporting.

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Atari, Inc.
New York, New York

We have audited management's assessment, included in the accompanying Management’s Report on Internal Control Over
Financial Reporting, that Atari, Inc. and subsidiaries (the “Company”), did not maintain effective internal control over
financial reporting as of March 31, 2007, because of the effect of the material weaknesses identified in management's
assessment based on the criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. The Company's management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on management's assessment and an opinion on the effectiveness of the

Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
intemal control over financial reporting was maintained in all material respects. Our audit included obtaining an
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understanding of internal control over financial reporting, evaluating management's assessment, testing and evaluating the
design and operating effectiveness of internal control, and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company's intemal control over financial reporting is a process designed by, or under the supervision of, the company's
principal executive and principal financial officers, or persons performing similar functions, and effected by the company's
board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company
are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected on
a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to
future periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a remote
likelihood that a material misstatement of the annual or interim financial statements will not be prevented or detected. The
following material weaknesses have been identified and included in management’s assessment:

s There was a material weakness in the design and operation of the Company’s internal controls over financial
reporting related to income taxes which resulted in a more than remote likelihood that a material misstatement of the
annual or interim financial statements would not be prevented or detected. The tax department did not maintain a
sufficient number of technically qualified personnel during the year to facilitate the identification of all issues
associated with the Company’s income tax closing process or to appropriately prepare and review income tax related
analysis. This material weakness resulted in material adjustments to income tax accounts within the current and
prior period consolidated financial statements.

e There were material design and operational deficiencies related to the preparation and review of financial
information during the Company’s year end closing process. These items resulted in more than a remote likelihood
that a material misstatement or lack of disclosure within the annual or interim financial statements would not be
prevented or detected. The Company experienced significant turnover of senior financial management and did not
maintain a sufficient number of qualified personnel to support the Company’s financial reporting and close process.
This has resulted in a significant workload for the existing personnel who manage the financial reporting and closing
process and reduced the likelihood that such individuals could detect a material adjusiment to the Company’s books
and records or anticipate, identify, and resolve accounting issues in the normal course of performing their assigned
functions. This material weakness resulted in material adjustments to the inventory, operating expenses, additional
paid-in capital accounts within the financial statements and financing activities within the fiscal 2005 and 2006
consolidated statements of cash flows.

e  There were material design and operational deficiencies in the Company’s controls over related party transactions,
which, when aggregated, resulted in a more than remote likelihood that a material misstatement or lack of disclosure
in the annual or interim financial statements would not be prevented or detected. The Company can be impacted by
certain financial transactions and operating decisions of Infogrames Entertainment S.A, (the “Parent Company™).
There is an inadequate level of communication between the Company and the Parent Company which has resulted in
an increased likelihood that the accounting department would not detect a significant transaction affecting the
Company which would lead to a material adjustment to the Company’s books and records or a material change to
the disclosure in the footnotes to the financial statements. This material weakness resulted in adjustments to
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operating expense and additional paid-in capital accounts and refated party disclosures in the current period
consolidated financial statements,

These material weaknesses were considered in determining the nature, timing, and extent of audit tests applied in our audit of
the consolidated financial statements and financial statement schedule as of and for the year ended March 31, 2007, of the
Company and this repart does not affect our report on such financial statements and financial statement schedule.

In our opinion, management's assessment that the Company did not maintain effective internal control over financial
reporting as of March 31, 2007, is fairly stated, in all material respects, based on the criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Also in our
opinion, because of the effect of the material weaknesses described above on the achievement of the objectives of the control
criteria, the Company has not maintained effective internal control over financial reporting as of March 31, 2007, based on
the criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated financial statements and financial statement schedule as of and for the year ended March 31, 2007, of the
Company and our report dated September 18, 2007 expressed an unqualified opinion on those financial statements and
financial statement schedule and includes an explanatory paragraph regarding the application of Staff Accounting Butletin
No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in the Current Year
Financial Statements” and the Company’s adoption of Statement of Financial Accounting Standards No. 123(R), “Share-
Based Payment”, an explanatory paragraph regarding the restatement of the fiscal 2005 and 2006 consolidated statements of
cash flows, and an explanatory paragraph relating to uncertainties which raise substantial doubt about the Company’s ability
to continue as a going concemn as discussed in Note 1 to the consolidated financial statements.

DELOITTE & TOUCHE LLP

New York, NY
September 18, 2007

ITEM 9B. OTHER MATTERS

Bruno Bonnell's Resignation

On April 4, 2007, IESA entered into an agreement with Bruno Bonnell, its founder, CEOQ, and the Chairman of its
Board, under which Mr. Bonnell agreed to resign from his duties as a Director and CEO of IESA and from all the offices he
holds with subsidiaries of 1ESA, including Atari and its subsidiaries. Mr. Bonnell was also the Chairman of our Board, our
Chief Creative Officer and our Acting Chief Financial Officer, and previously had been our Chief Executive Officer. IESA
agreed to pay Mr. Bonnell a total of approximately 3.0 million Euros (34.0 million), including applicable foreign taxes.
Neither our Board of Directors nor any member of our management was consulted about the agreement between [ESA and
Mr. Bonnell or at any time requested any of the things to which Mr. Bonnell agreed, and our management was not provided
with a copy of the agreement until more than two months after it was signed. Mr. Bonnell resigned as a director and officer
of Atari, [nc. and of our subsidiaries effective April 4, 2007.

Despite the fact that we did not participate in the preparation of, or know the terms of, the agreement between Mr.
Bonnell and JESA, and that IESA, not we, made all the payments under that agreement, management has determined that we
have benefited from this separation, and that approximately $0.8 million of the payments IESA made should be allocated to
the benefit we received. Our consolidated statement of operations for the year ended March 31, 2007 reflects a charge in this
amount. As we are not obligated to make any payments, this amount has been recorded as a capital contribution as of March
31, 2007,

This seties of events has caused us to conclude that we have a material weakness in internat controls over related

party transactions as disclosed in Item 9A. Specifically, IESA failed to provide us on a timely basis, after numerous attempts
by management, the termination agreement between Bruno Bonnell and IESA. Further, this failure to deliver the contract on
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a timely basis is the primary reason for the significant filing delay of our Annual Report on Form 10-K for the year-end
March 31, 2007 and the receipt of a delisting notice from NASDAQ.

Shareholders' Meeting

Our Annual Shareholders’ Meeting, to be held on November 6, 2007, has been delayed more than 30 days from the
one-year anniversary of our last Annual Shareholders’ Meeting.

PART ITI

ITEM 10. DIRECTORS. EXECUTIVE OFFICERS, AND CORPORATE GOVERNANCE

The information required by this [tem is incorporated by reference to the sections of our definitive Proxy Statement for
our Annual Meeting of Stockholders to be held in 2007, entitled “Election of Directors” and “Executive Officers,” to be filed
with the Securities and Exchange Commission within 120 days after the end of the fiscal year covered by this Form 10-K.
ITEM 11. EXECUTIVE COMPENSATION

The information required by this ltem is incorporated by reference to the sections of our definitive Proxy Statement for
our Annual Meeting of Stockholders to be held in 2007, entitled “Executive Compensation,” to be filed with the Securities and

Exchange Commission within 120 days after the end of the fiscal year covered by this Form 10-K.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS,

The information required by this Item is incorporated by reference to the sections of our definitive Proxy Statement for
our Annual Meeting of Stockholders to be held in 2007, entitled “Security Ownership of Certain Beneficial Owners and
Management and Related Stockhaolder Matters,” to be filed with the Securities and Exchange Commission within 120 days after
the end of the fiscal year covered by this Form 10-K.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE.

The information required by this [tem is incorporated by reference to the sections of our definitive Proxy Statement for
our Annual Meeting of Stockholders to be held in 2007, entitled “Certain Relationships and Related Transactions, and Director
Independence,” to be filed with the Securities and Exchange Commission within 120 days after the end of the fiscal year
covered by this Form 10-K.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorporated by reference to the sections of our definitive Proxy Statement for
our Annuat Meeting of Stockholders to be held in 2007, entitled “Principal Accountant Fees and Services,” to be filed with the
Securities and Exchange Commission within 120 days after the end of the fiscal year covered by this Form 10-K.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) The following documents are filed as part of this Report:
(i) Financial Statements. See Index to Financial Statements at Item 8 of this Report.
(ii) Financial Stat;:ment Schedule. See Index to Financial Statements at Item 8 of this Report.
(iii) Exhibits
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Restated Certificate of Incorporation.

Certificate of Amendment of Restated Certificate of Incorporation as filed with the Secretary of State of the State
of Delaware on January 3, 2007 is incorporated herein by reference to Exhibit 99.1 to our Current Report on Form
#-K filed on January 9, 2007.

Amended and Restated By-laws are incorporated herein by reference to Exhibit 3.2 to our Quarterly Report on
Form 10-Q for the quarter ended June 30, 1998.

Amendment No. 1 to Amended and Restated By-laws is incorporated by reference to Exhibit 3.2 to our Quarterly
Report on Form 10-Q for the quarter ended December 31, 2003.

Amendment No. 2 to Amended and Restated By-laws is incorporated by reference to Exhibit 3.1 to our Current
Report on Form 8-K filed on July 28, 2005.

Specimen form of stock certificate of Common Stock is incorporated herein by reference to our Registration
Statement on Form S$-1 (File No. 333-14441) initially filed with the SEC on October 20, 1995, and all
amendments thereto.

Registration Rights Agreement by and among Joseph J. Cayre, Kenneth Cayre, Stanley Cayre, Jack J. Cayre, the
Trusts listed on Schedule [ attached thereto and us is incorporated herein by reference to an exhibit filed as a part
of our Registration Statement on Form S-1 filed October 20, 1995.

Second Amended and Restated Registration Rights Agreement, dated as of October 2, 2000, between California
U.S. Holdings, Inc. and us is incorporated herein by reference to Exhibit 4.6 of our Registration Statement on
Form S-2 (File No. 333-107819) initially filed with the SEC on August 8, 2003, and all amendments thereto.

Distribution Agreement between Infogrames Entertainment SA, Infogrames Multimedia SA and us, dated as of
December 16, 1999, is incorporated herein by reference to Exhibit 7 to the Schedule 13D filed by Infogrames
Entertainment SA and California U.S. Holdings, Inc. on January 10, 2000.

Addendum to Distribution Agreement between Infogrames Entertainment SA and us, dated as of December 16,
1999, is incorporated herein by reference to Exhibit 10.26a to our Annual Report on Form 10-K for the fiscal year
ended June 30, 2001.

Amendment to Distribution Agreement between Infogrames Entertainment SA and us dated as of July 1, 2000, is
incorporated by reference to Exhibit 10.24a to our Transitional Report on Form L0-K for the transition period
March 31, 2000 to June 30, 2000.

Distribution Agreement between Infogrames Entertainment SA and us, dated October 2, 2000, as supplemented
on November 12, 2002 is incorporated by reference to Exhibit 10.4 to our Annual Report on Form 10-K for the
fiscal year ended March 31, 2005.

Agreement for Purchase and Sale of Assets, dated August 22, 2005, between us and Humongous, Inc. is
incorporated herein by reference to Exhibit 10.2 to our Quarterly Report on Form 10-Q for the quarter ended
September 30, 2005,

Stock Transfer Agreement, dated August 22, 2005, among us, Infogrames Entertainment S.A. and Atari
Interactive, Inc. (English Translation) is incorporated herein by reference to Exhibit 10.3 to our Quarterly Report
on Form 10-Q for the quarter ended September 30, 2005.

Liquidity Agreement, dated August 22, 2005, between us and Infogrames Entertainment S.A. by reference to
Exhibit 10.4 to our Quarterly Report on Form 10-Q for the quarter ended September 30, 2005.

Distribution Agreement, dated August 22, 2005, between us and Humongous, Inc. by reference to Exhibit 10.5 to
our Quarterly Report on Form 10-Q for the quarter ended September 30, 2005.
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Management and Services Agreement, dated as of March 31, 2006, between Infogrames Entertainment S.A. and
us, is incorporated herein by reference to Exhibit 10.9 to our Annual Report on Form 10-K for the year ended
March 31, 2006.

Services Agreement, dated as of March 31, 2006, between us and Infogrames Entertainment S.A. and its
subsidiaries, is incorporated herein by reference to Exhibit 10.10 to our Annual Report on Form 10-K for the year
ended March 31, 2006,

Production Services Agreement, dated as of March 31, 2006, between us and Infogrames Entertainment S.A. and
its subsidiaries, is incorporated herein by reference to Exhibit 10.11 to our Annual Report on Form 10-K for the
vear ended March 31, 2006.

Warehouse Services Contract, dated March 2, 1999, by and between us and Amold Transportation Services, Inc.
t/d/bla Arnold Logistics is incorporated herein by reference to Exhibit 10.50 to our Annual Report on Form 10-K
for the fiscal year ended March 31, 1999,

Loan and Security Agreement, dated as of May 13, 2005, among us, as Borrower, and HSBC Business Credit
(USA) Inc., as Lender is incorporated by reference to Exhibit 10.20 to our Annual Report on Form 10-K for the
year ended March 31, 2005.

First Amendment to Loan and Security Agreement, dated as of June 30, 2005, between us and HSBC Business
Credit (USA) Inc. is incorporated herein by reference Exhibit 10.1 to our Quarterly Report on Form 10-Q for the
quarter ended September 30, 2005.

The 1995 Stock Incentive Plan (as amended on October 31, 1996) is incorporated herein by reference to
Exhibit 10.1 to Amendment No. 2 to our Registration Statement on Form S-1, filed December 6, 1996.

The 1997 Stock Incentive Plan is incorporated herein by reference to Exhibit 10.3 to our Quarterly Report on
Form 10-Q for the quarter ended June 30, 1997,

The 1997 Stock Incentive Plan (as amended on June 17, 1998) is incorporated herein by reference to Exhibit 10.5
to our Quarterly Report on Form 10-Q for the quarter ended June 30, 1998.

The 2000 Stock Incentive Plan is incorporated herein by reference to Appendix B to our proxy statement dated
June 29, 2000.

Amendment No. | to 2000 Stock Incentive Plan is incorporated herein by reference to Exhibit A to our
Information Statement dated November 27, 2000.

Thitd Amendment to the Atari, Inc. 2000 Stock Incentive Plan is incorporated herein by reference to Exhibit 10.1
to our Quarterly Report on Form 10-Q for the fiscal quarter ended September 30, 2004.

Atari, Inc. 2005 Stock Incentive Plan is incorporated by reference to Exhibit 10.10 to our Quarterly Report on
Form 10-Q for the quarter ended September 30, 2005.

Form of 2005 Stock Incentive Plan Option Award Agreement is incorporated herein by reference to Exhibit 10.3
to our Quarterly Report on Form 10-Q for the quarter ended December 31, 2005.

Form of 2005 Stock Incentive Plan Restricted Stock Award Agreement is incorporated herein by reference to
Exhibit 10.4 to our Quarterly Report on Form 10-Q for the quarter ended December 31, 2005.

The 1998 Employee Stock Purchase Plan is incorporated herein by reference to Exhibit 10.6 to our Quarterly
Report on Form 10-Q for the quarter ended June 30, 1998.

Description of Registrant's Annual Incentive Plan for fiscal 2007.%*
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Employment Agreement with Bruno Bonnell, dated as of July 1, 2004 and effective as of April 1, 2004, is
incorporated herein by reference to Exhibit 10.1 to our Quarterly Report on Form 10-Q for the fiscal quarter
ended June 30, 2004.

Amendment No. 1 to Employment Agreement, dated as of November 23, 2005, between us and Bruno Bonnell is
incorporated herein by reference to Exhibit 10.1 to our Quarterly Report on Form 10-Q for the quarter ended
December 31, 2005.

Termination and General Release Agrecmém, dated October 15, 2004, by and between us and Denis Guyennot is
incorporated herein by reference to Exhibit 10.3 to our Quarterly Report on Form 10-Q for the quarter ended
December 31, 2004.

Employment Agreement, dated September 1, 2006, by and between us and David R. Pierce is incorporated herein
by reference to Exhibit 10.2 to our Quarterly Report on Form 10-Q for the quarter ended September 30, 2006,

Amendment to Employment Agreement, dated May 1, 2007, between David Pierce and Atari, Inc., is incorporated
herein by reference to Exhibit 10.1 to our Current Report on Form 8-X filed on May 2,2007.

Consulting Agreement between us and Ann Kronen, dated as of November §, .2006, is incorporated herein by
reference to Exhibit 10.2 to our Quarterty Report on Form 10-Q for the quarter ended December 31, 2006.

Compromise Agreement, dated August 12, 2005, by and among us, Reflections Interactive Limited and Martin
Lee Edmondson is incorporated herein by reference to Exhibit 10.1 to our Amendment No. 1 to Registration
Statement on Form S-3 (File No. 333-129099).

Licensed Publisher Agreement between us and Sony Computer Entertainment America, Inc., dated January 19,
2003, is incorporated herein by reference to Exhibit 10.62 to our Registration Statement on Form 8-2 {File No.
333-107819) initiatly filed with the SEC on August 8, 2003, and all amendments thereto.

PlayStation® 2 Licensed Publisher Agreement between us and Sony Computer Entertainment America, Inc.,
dated April 1,2000, as amended is incorporated by reference to Exhibit 10.45 to our Annual Report on Form 10-K
for the year ended March 31, 2005.

Xbox® Publisher License Agreement between us and Microsoft Corporation, dated April 18, 2000, is
incorporated herein by reference to Exhibit 10.63 to our Registration Statement on Form S-2 (File No. 333-
107819) initially filed with the SEC on August 8, 2003, and all amendments thereto ***

Sublicense Agreement between us and Funimation Productions, Ltd., dated October 27, 1999, is incorporated
herein by reference to Exhibit 10.64 to our Registration Statement on Form §-2 (File No. 333-107819) initially
filed with the SEC on August 8, 2003, and all amendments thereto.***

Amendment One to the Sublicense Agreement between us and Funimation Productions, Ltd., dated April 20,
2002, is incorporated herein by reference to Exhibit 10.65 to our Registration Statement on Form S-2 (File No.
333-107819) initially filed with the SEC on August 8, 2003, and all amendments thereto.

Amendment Two to the Sublicense Agreement between us and Funimation Productions, Ltd., dated June 15,
2002, is incorporated herein by reference to Exhibit 10.66 to our Repistration Statement on Form S-2 (File No.
333-107819) initially filed with the SEC on August 8, 2003, and all amendments thereto.

Amendment Three to the Sublicense Agreement between us and Funimation Productions, Ltd., dated October 15,
2002, is incorporated herein by reference to Exhibit 10.67 to our Registration Statement on Form 8-2 (File Ne.
333-107819) initially filed with the SEC on August 8, 2003, and ali amendments thereto.

Amendment Four to the Sublicense Agreement between us and Funimation Productions, Ltd,, dated November
13, 2002, is incorporated herein by reference to Exhibit 10.68 to our Registration Statement on Form §-2 (File Ne.
333-107819) initially filed with the SEC on August 8, 2003, and all amendments thereto.
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Amendment Five to the Sublicense Agreement between us and Funimation Productions, Ltd., dated February 21,
2003, is incorporated herein by reference to Exhibit 10.69 to our Registration Statement on Form S8-2 (File No.
233-107819) initially filed with the SEC on August 8, 2003, and all amendments thereto.

Amendment Six to the Sublicense Agreement between us and Funimation Productions, Ltd., dated August 11,
2003, is incorporated herein by reference to Exhibit 10.83 to our Annual Report on Form 10-K for the year ended
March 31, 2004.

Agreement Regarding Satisfaction of Debt and License Amendment among us, Infogrames Entertainment S.A.
and California U.S. Holdings, Inc., dated September 4, 2003, is incorporated herein by reference to Exhibit 10.70
to our Registration Statement on Form S-2 (File No. 333-107819) initially filed with the SEC on August 8, 2003,
and all amendments thereto.

Amended Trademark License Agreement between us and Infogrames Entertainment S.A., dated September 4,
2003, is incorporated herein by reference to Exhibit 10.71 to our Registration Statement on Form S-2 (File No.
333-107819) initially filed with the SEC on August 8, 2003, and all amendments thereto.

Amendment No. 1 Trademark License Agreement between us, Atari Interactive, Inc. and Infogrames
Entertainment S.A. is incorporated herein by reference to Exhibit 10.6 to our Quarterly Report on Form 10-Q for
the quarter ended September 30, 2005.

Obligation Assignment and Securing Agreement, dated as of November 3, 2004, by and among vs, Infogrames
Entertainment SA, Atari Interactive, Inc., Atari Europe SAS, and Paradigm Entertainment, Inc. is incorporated
herein by reference to Exhibit 10.1 of our Quarterly Report on Form 10-Q for the quarter ended December 31,
2004.

Secured Promissory Note of Atari Interactive, Inc. in the aggregate amount of $23,058,997.19 payable us is
incorporated herein by reference to Exhibit 10.2 of our Quarterly Report on Form 10-Q for the quarter ended
December 31, 2004.

Promissory Note of Atari Interactive, Inc., in the aggregate amount of $5,122,625 payable to us, is incorporated
herein by reference to Exhibit 10.86 to our Annual Report on Form 10-K for the year ended March 31, 2004.

Promissory Note of Atari Interactive, Inc., in the aggregate amount of $2,620,280 payable to us, is incorporated
herein by reference to Exhibit 10.87 to our Annual Report on Form 10-K for the year ended March 31, 2004,

Promissory Note of Paradigm Entertainment, Inc., in the aggregate amount of $828,870 payable to us, is
incorporated herein by reference to Exhibit 10.88 to our Annual Report on Form 10-K for the year ended March
31,2004,

Agreement Regarding Issuance of Shares, dated September 15, 2005, between us and Infogrames Entertainment
S.A. is incorporated herein by reference to Exhibit 10.7 to our Quarterly Report on Form 10-Q for the quarter
ended September 30, 2005,

GT Interactive UK Settlement of Indebtedness Agreement, dated as of September 135, 2005, between us and Atari
UK, Infogrames Entertainment S.A. and all of its subsidiaries is incorporated herein by reference to Exhibit 10.8
to our Quarterly Report on Form 10-Q for the quarter ended September 30, 2005.

Securities Purchase Agreement, dated September 15, 2005, between us and CCM Master Qualified Fund, Ltd. is
incorporated herein by reference to Exhibit 10.1 to our Amendment No. 1 to Registration Statement on Form S-3
{File No. 333-129098) filed on November 138, 2005.

Securities Purchase Agreement, dated September 15, 2005, between us and Sark Master Fund, Ltd. is incorporated
herein by reference to Exhibit 10.2 to our Amendment No. | to Registration Statement on Form §-3 (File No. 333-
129098) filed on November 18, 2005,

Asset Purchase Agreement, dated July 13, 2006, between us and Reflections Interactive Ltd as the sellers and
Ubisoft Holdings, Inc. and Ubisoft Entertainment Ltd as the purchasers, as amended by Amendment No. 1 dated
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August 3, 2006 is incorporated herein by reference to Exhibit 10.1 to our Quarterly Report on Form 10-Q for the
quarter ended September 30, 2006.

Credit Agreement, dated November 3, 2006, among Atari, Inc, the Lenders Party Hereto, and Guggenheim
Corporate Funding, LLC, as Administrative Agent is incorporated hercin by reference to Exhibit 10.1 1o our
Quarterly Report on Form 10-Q for the quarter ended December 31, 2006.

Agreement of Lease, dated June 21, 2006, between us and Fifth and 38" LLC.**

List of Subsidiaries.**

Consent of Deloitte & Touche LLP.**

Chief Executive Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.%*
Acting Chief Financial Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.**

Certification by the Chief Executive Officer Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.1

Certification by the Acting Chief Financial Officer Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.11

licensed PSP Publisher Agreement by and between us and Sony Computer Entertainment America, Inc., dated
March 23, 2005, for PlayStation® Portable is incorporated by reference to Exhibit 99.1 to our Annual Report on
Form 10-K for the year ended March 31, 20035.

Amendment to the Xbox® Publisher Licensing Agreement, dated March 1, 2005 is incorporated by reference 10
Amendment No. 2 to our Annual Report on Form 10-K/A for the year ended March 31, 2005.

Confidential License Agreement for Nintendo GameCube™, by and between Nintendo of America, Inc. and us
effective March 29, 2002 is incorporated by reference to Exhibit 99.3 to our Annual Report on Form 10-K for the
year ended March 31, 2003.

First Amendment to Confidential License Agreement for Nintendo GameCube™, by and between Nintendo of
America, Inc. and us effective March 29, 2002 is incorporated herein by reference to Exhibit 99.1 to our Quarterly
Report on Form 10-Q for the quarter ended September 30, 2005. :

Xbox® 360 Publisher License Agreement between us and Microsoft Licensing GP, effective February 17, 2006,
is incorporated herein by reference to Exhibit 99.5 to our Annual Report on Form 10-K for the year ended March
31, 2006.

Confidential License Agreement for Nintendo DS (Western Hemisphere), by and between Nintendo of America,
Inc. and us effective October 14, 2005, is incorporated herein by reference to Exhibit 99.6 to our Annual Report
on Form 10-K for the year ended March 31, 2006.

Exhibit indicated with an * symbol is a management contract or compensato lan or arrangement.
¥ 4 P Ty p g

Exhibit indicated with an ** symbol is filed herewith.

«»% All immaterial amendments/extensions to this agreement were filed as an exhibit 99 in our Quarterly Report for the
respective period.

1 Portions of this exhibit have been redacted pursuant to a confidential treatment request filed with the SEC.

Exhibit indicated with a 1} is fumished herewith
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A copy of any of the exhibits included in the Annual Report on Form 10-K as amended, may be obtained by written request
to Atari, Inc. upon payment of a fee of $0.10 per page to cover costs. Requests should be sent to Atari, Inc. at the address set

forth on the front cover, attention Director, Investor Relations.
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SIGNATURES

Pursuant to the requirements of the Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

ATARI, INC.

By: /s/ _David R. Pierce
Name: David R. Pierce
Title:  President and Chief Executive Officer
Date:  September 18, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant in the capacities and on the dates indicated,

Signature itle(s Date

/s/ DAVID R, PIERCE President and Chief Executive Officer (principal September 18, 2007
David R. Pierce executive officer)

/s/f ARTURO RODRIGUEZ Acting Chief Financial Officer, Vice President and September 18, 2007

Arturo Rodriguez Controller (principal financial and accounting officer)
/s! JAMES ACKERLY Director September 18, 2007
James Ackerly
/sf RONALD C. BERNARD Director September 18, 2007

Ronald C. Bernard

/s/ EVENGCE-CHARLES COPPEE Director September 18, 2007
Evence-Charles Coppee

fsf MICHAEL G. CORRIGAN Director ' September 18, 2007
Michael G. Corrigan

{s/ IDENIS GUYENNOT Director September 18, 2007
Denis Guyennot

fs/ ANNE. KRONEN Director September 18, 2007
Ann E. Kronen

s/ JEAN-MICHEL PERBET Director September 13, 2007
Jean-Michel Perbet

/s/ THOMAS SCHMIDER Director September 18, 2007
Thomas Schmider
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ATARI, INC. AND SUBSIDIARIES
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Atari, Inc.
New York, New York

We have audited the accompanying consolidated balance sheets of Atari, Inc. and subsidiaries (the
“Company”) as of March 31, 2007 and 2006, and the related consolidated statements of operations,
stockholders' equity and comprehensive income (loss) and cash flows for the three years in the period ended
March 31, 2007. Qur audits also included the consolidated financial statement schedule listed at Item 15.
These consolidated financial statements and the consolidated financial statement schedule are the
responsibility of the Company's management. Our responsibility is to express an opinion on these
consolidated financial statements and the consolidated financia! statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion,

Tn our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of the Company at March 31, 2007 and 2006, and the results of its operations and its
cash flows for the three years in the period ended March 31, 2007 in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion, such consolidated financial
statement schedule, when considered in retation to the basic consolidated financial statements taken as a
whole, presents fairly, in all materiat respects, the information set forth therein.

The accompanying financial statements have been prepared assuming that the Company will continue as a
going concern, As discussed in Note 1 to the consolidated financia! statements, the Company has
experienced significant operating losses. These matters raise substantial doubt about the Company's ability to
continue as a going concern. Management's plans in regard to these matters are also described in Note 1.
The financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Financial Accounting
Standards Board Statement No.123(R), “Share Based Payment”, as revised, effective April 1, 2006. As
discussed in Note 23 to the consolidated financial statements, effective March 31, 2007, the Company elected
application of Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial Statements”.

As discussed in Note 24 to the consolidated financial statements, the Company has restated its fiscal 2005 and
2006 consolidated statements of cash flows.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of the Company’s internal contro! over financial reporting as of March 31,
2007, based on the criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponscring Organizations of the Treadway Commission- and our report dated September 18, 2007
expressed an unqualified opinion on management’s assessment of the effectiveness of the Company’s internal
control over financial reporting and an adverse opinion on the effectiveness of the Company’s internal control
over financial reporting because of material weaknesses.

DELOITTE & TOUCHE LLP

New York, New York
September 18, 2007
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ATARI, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

March 31, March 31,
2006 2007
ASSETS
Current assets:
Cash... . 3 14,948 $ 7,603
Accounls recewable net ol'a]lowances of $30 918 and $14 l48 at Mm'ch 3] 2006
and March 31, 2007, respecuvely 12,072 6,473
Inventories, net.. 20,787 8,843
Due from rclated pames ('Note 13) .............. 4.692 1,799
Prepaid expenses and other current assets... 11,345 10,229
Assets of discontinued operations (NOte 13} ... cerienirerce s ettt 2.949 645
Total current assets... 66,793 35,592
Property and equipment, net 0f accumu]atcd dcpreclatmn of$30 139 and $30 945 m
March 31, 2006 and March 31, 2007, respectively ... 6,113 4,217
Goodwilt............. 66,398 -
Security deposits. 137 1,940
OHRET BSSRIS ..ottt sttt st s s s st b e e s bRs AR e 4229 1,070
TOLA] BSSELS ....veeereereeree e iesnsenessresssersnesssrsnnssnesenessnsemsesssssesmessensssrsenssnssssnesmneneers e 143,670 s 42819
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
ACCOURLS PAYADIE ...oocvrirircvccretsieesare cersssssnrsersrssrasssessnsessmsssssnsssensnssssasemenasssesonesnescnecre 9 23,935 $ 11,013
ACCTUE [EADITIIES 1ovvevirereirim e sisses et es et ametet e seemet e s bemat e sbemsens s e s ema e e mne e sbemnmeess seeesemerene 19,105 13,381
Royalties payable ....c....ccoovreenne 13,468 4,282
Due to related parties (Note 13).... 10,263 5,703
Liabilities of discontinued opermlons (Note 19) 3018 -
Total current liabilities ................ 69,789 34,379
Due to related parties — Iong tcnn (Note 13) -- 1,912
Long-term liabilities... TR £y 441 £ et e ke £ ne £t et nen em bt sean s sannies 669 3.434
TOtAL DTS 111neevirisee et reees it cit e st eisems s saeme s s smssn s sanms s samessmsas s searsnt s sbomessantbes 70,458 39,725
Commitments and contingencies (Note 15)
Stockholders' equity:
Preferred stock, $0.01 par value, 5,000,000 shares authorized, none issued or
outstancling.....co..veue. - -
Comumton stock, SO IO par value 30 000 000 shares authonzed I3 476 551 nnd

13,477,920 shares issued and outstandmg at March 31, 2006 and March 31,

2007, respectively (1)... 1,348 1,348
Additional paid-in capltal 758,165 760,527
Accumulated deficit... (688,730) (761,299)
Accumulated other comprehenswc income.. 2,429 2,518

Total stockholders’ equity.... . 73212 3.094

Total liabilities and stockholders equlty §___ 143,670 s 423819

{1) Reflects the one-for-ten reverse stock split effected on January 3, 2007. All perieds have been restated 1o reflect the reverse stock split.

The accompanying notes are an integral part of these consolidated financial statements.
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ATARI, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Years
Ended March 31,
2005 2006 2007
I TEVEIIIES .1 vecereceeeeeeemesssseserssrsaresarensesernsevessenssenssesmeenebsssinins $ 343,837 s 206,796 b 122,285
Costs, expenses, and INCOME ... s
Cost of g00dS S0Id ...ttt 200,244 133,604 72,629
Research and product development €Xpenses ..........cocovvvenee 58,311 51,887 30,077
Selling and distribution expenses......... 58,220 42,985 25,296
General and administrative eXpenses.......ocremrniesiiens 35,792 30,385 21,788
ReSHUCtUNNE EXPENSES «...ovveerceceiesisinmsss s siseansnesee 4,932 8,867 709
Tmpairment of goodwill ..o -- - 54,129
Gain on sale of intellectual property.....oceceviersicicicennn - (6,224) (9,000)
Gain on sale of development studio 85S€ts.......covvervnneen - - (885)
Atari trademark license expense ... irnsionrscenne 3,350 3,067 2,218
Depreciation and amortization...... w“ 6,958 5,202 2,968
Total costs, expenses, 20d MCOME .....vieisiseonnieremssssseseesnians 367.807 269.773 199,92
OPETAtING (0SS e oersecessoss s sssrssecesssssreessses s (23,970) (62,977 (77,644)
Interest (expense) income, net ... (459) (595) 301
Other inCOmME (EXPENSEY .vvervurmiicreimimisirre st sssissssssssrenssssansene 42 (208) 717
(Loss) before (benefit from) income taxes ..., (24,387) (63,780) (77,266)
(Benefit [Tom) iNCOME tAXES ...cvuvimiirisereessessnnssserssssssinsenss (9,532) (405) {10,680}
(Loss) from continuing operations............... (14,855) (63,375) (66,586)
Income {loss) from discontinued opcratwns of Reﬂecnons
Interactive Ltd, net of tax provision of $9,716, 80, and
$7,559, teSPECHVELY w.vov e 20.547 (3,611) {3,125}
Net income (l055) ...ovroreeereerearmrerrmeecsismisssasssmessisssassons 5 5692 5 (68.9%6) £ (69.711)
Basic and diluted net income (loss) per share (1):
(Loss) from continuing 0perations........ereeceeseesnsesseenes b (1.22) $ (4.93) $ (4.94)
Income (loss) from discontinued opcrallons of
Reflections Interactive Lid, net of taX ...oovveveeirenenenn. 1,69 (0.43) (0.2
Net iNCome (l0S5) c.oririirasemrmseseeeem s rimssasssssssssnrssasnsenes b 047 b (5.36) § 51D
Basic weighted average shares outstanding (1)........ 12,128 12,863 13477
Diluted weighted average shares outstanding (1)...c.ccevene 12,159 12,863 13477

(1) Reflects the one-for-ten reverse stock split ¢ flected on January 3, 2007. All periods have been restated to reflect the reverse stock split.
See Note 13 for detail of related party amounts included within the line items above.

‘The accompanying notes are an integral part of these consolidated financial statements.
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ATARI, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Years
Ended
March 31,

2005
As Restated,
Note 24

2006
As Restated,
Note 24

2007

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income (1088)...c.cvvveneerirriimesiens et b e e e $
Adjustments to reconmlc net income (loss) to net cash provnded by (used 1n)
operating activities:

(Income) loss from discontinued operations of Reflections Interactive Litd..........
Non-cash tax benefit included in continuing operations associated with tax
provision of discontinued operations of Reflections Interactive Ltd

5,692

(20,547)

{9,716)
Escrow receivable associated with sale of Reflections Interactive Lid.

Impairment of gOOAWIIL. ... vttt s s -
Write-ofT of acquired mtanglble and olhcr wcb-related ASSBLS ..vevsiarrtsearerrensnisraen -
Gain on sale of intellectual PrOPEMY ...oveririemcenise s st e --
Gain on sale of development StUAIO 8SSEIS e eemiiersmres ettt -
Adjustment for non-cash gain on sale of development studio 8SS€1S v vrereeens -
Stock-based cOMPENSAHON EXPENSE ....ocrvreriisisiiiimmnirsinasess s sasssssss s ines .
Atari tradernark LiCense exXpense.. ..o eerersimuse i 3,350
Depreciation and AMOMZAION ..o e s st 6,958
Related party allocation of executive resignation agreement ... ieeeeeenrienean. -
Modification oF S0k OPLONS ..vvvrverveeeere it 139
Non-cash reStructifing ChATEES ... ireerieieeissseeirn s st 396

Loss on sale of [ESA shares... ererrnrnns et e
Recognition of cumulative translation adjustment from foreign sub51dmry .......
ACCrUEd IMEETESE...evieeeve e ss s
Amortization of deferred financing fees ..o 822
Recognition of deferred INCOME ..o iecmrmieemrssissnirin s e
Write-off of property and EQUIPINENL .....oceveeeeeeieiee s et 206
Gain on sale of property and eqUIPMENT ... e et e -
Non-cash income on cash collateralized security deposit ... coreriecns -

Changes in operating assets and liabilities:

Receivables, N8l . reeciveresrc v (4,472)
1,962
(12,285)
23,375
(5,531)
(9,947)
1,287
(4.403)
(324)
(5,215)
(28,996)
32,238

TELVEIIOTIES, MEE oevvvtivcrsseeerersresnsssererssanesstshsssiresssonenss et asassnsaam s bt serne s SEARE S e bt
Due from related PArties..........ouviiimmismmsrss s st s ssness e s
Dte 10 related PATHES ......vecrceecee it trss st ettt
Prepaid expenses and Other GUITENE ASSES ... cmrrvmeerissssissrs s e
ACCOUNES PAYADIE ..ottt et seste st e s e e

Accrued liabilities....
Royalties payable ...
Long-term dcferred tax I1ab|1|ty

Other {ong-term llablhues

HET BSSCLS .vverrertvrerreireesereressrmrmeseessesemmab s bS R b ATyt St st AR SRS b s
Net cash (used in} continuing operating BCtivIties ..o,
Net cash provided by (used in) discontinued operations.........ccomisiennennns

$ (68,986)

5,611

30,094
3,681
(4,126)
12,807
8,860
(4,199)
(3.212)
7,462
(319)
1,688

5 (69,711)

3,125

(7,559)
626
54,129
2,401
(9,000)
(885)
200
1,587
2,218
2,968
M

1
202
(328)
(74)
(1)

5,616
11,243
2,893
(4,561)
2,532
(13,672)
(1,316)
(9,186)
(2,123)
1,852
2,949

(7,036)
(8.969)

(29,113)
(7.826)

Net cash provided by (used in) operating activities ... erienne. 3,242

(continued)
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ATARI, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

{continued)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sale of intellectnal PIOPETLY vvvr i -- 6,224 9,000
Proceeds from sale of development studio assets.......ovnien i -- -- 1,550
Purchase of acquired intangible assets.. - - (1,737)
Increase in restricted security deposit collateral:zmg letter ofcrcdlt - - (1,764)
Proceeds from sale 0f IESA ShATES .ottt s ases s - 10,051 -
Purchases of property 8nd eqUIPIMENL ..o ieeeeviireentesern s st st e (1,861) (2,305) (837
Proceeds from sale of property and equipment .....ocovneeeeas 17 28 179
Net cash (used in) provided by continuing investing activities .......ocvooveeveenns (1,844) 13,998 6,391
Net cash (used in} provided by discontinued operations................... 268 {224y ___ 23366
Net cash (used in) provided by investing ACtIVIHIES ..o evmcme oo asiniiiinns (2,112) 13,774 29,757
CASII FLOWS FROM FINANCING ACTIVITIES:
Borrowings under third party credit facility ..o s 263,281 157,567 15,000
Payments under third party credit facility...... (263,281) (157,567 (15,000)
Proceeds from issuance of common stock .........ciiins -- 7,264 --
Proceeds from exercise of stock options........veeinis 92 131 4
Payments under capitalized lease obligation ... st (109 {184) (220)
Net cash (used in) provided by contmumg ﬁnnncmg ACHVILES .o (7 7,211 {216)
Net cash provided by discontinued operations.... == -- -
Net cash (used in) provided by financing activities.. $3)] 7,211 (216)
Effect of exchange rates on cash .........ceiimrnovinirinns: _17 (20} 33
Net increase (decrease} in cash ... e s bt semna s erare ebs 1,130 4,960 (7,345
Cash -- bepinning of fiSCal YEar ... ssecrenssssninans 8,858 9,988 14,948
Cash == end OF FISCAl VAL .........ooo s vevceseasssssssesssresssnmssmesnennessssesssssassosssssesssmsssnsmnssssseosesssssrss S 0 988 §_ 14948 § 7603
SUPPLEMENTAL CASH FLOW INFORMATION
Cish PRI FOF IMIEIEST 1ovvrreeevvcensesseciassiassasssrassssiseona ssesss s rears s e sssnsssnssmss s nsens $ 450 ° § 319§ 249
Cash paid (Or [AXES c.ovrrerrrircnerereeersssnressiannians . § - 5 - 5 --
TNCOME 1A% FEFINIAS corvovvevs s earserssoseeeereceremeresssvsssssssssssresssressasasecnsssisssstspiasisssasssinssmssassssssssseriss 3 764 § 1,473 % 1,047
SUPPLEMENTAL DISCLOSURE, OF NON-CASH INVESTING AND
FINANCING ACTIVITIES:
Cousideration acerued for purchase of capitalized [iCenses........cccwcre.rvrcecsivsmsssmrss 9 3,198 § 2012 8 1,816
Consideration accrued for purchase of acquired intangible assets... VNN - 3 - $ 554
Capitalization of leasehold improvements funded by landlord......ocoreveveeerscenvesinsscniriens s - 3 - 3 1,217
Receipt of IESA stock for prepayment of Humongous, Inc. mvemory and other costs..... 3 - 3 1,972 % --
Issuance of 155,766 shares of commeon stock in lieu of partial royalty payment (1)... s - 3 2,109 § -
Sale of Humongous Entertainment in exchange for shares of [ESA stoeK....ocivinnenn b - S 8318 % --
Issuance of 614,505 shares of common stock in lieu of payment of net related party
payables (1)... OOV OY OO OP | - 8 7988 § -
Capita! lease obhganon for computer equipment... . 5 452 8 337§ -
Offset of certain related party trade payables agmnst short~term notes reccwable from
related parties ... SR | 1,317 § - 3 -
Offset and nsstgnmcnt of short-term notes recewabh: from relatcd part:es 1nt0 a
secured promissory note.. R ORI 7,254 % - 8 -
Issuance of a secured promlssory note in exchange fur certam short term notes
receivahle and certain related party trade receivables... eetereenrmerrnnnees 8 (23,059) 8 - 3 -
Offset of certain related party trade payables againsta secured promissory note .. . 5 23,059 % - 3% --

{1} Reflects the one-for-ten reverse stock split effected on January 3, 2007. All periods have been restated to reflect the reverse stock sphit.

The accompanying notes are an integral part of these consolidated financial statements.
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ATARI, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND
COMPREHENSIVE INCOME (LOSS)
FOR THE YEARS ENDED MARCH 31, 2005, 2006, AND 2007
(in thousands)

Accumulated
Common Additional Other
Stock Common Paid-In Accumulated  Comprehensive
Shares (11 Stock Capital Delficit Income Total
Balance, March 31, 2004 12,123 8 1,22 % 735964 § (625436) § 3323 s 115,063
Comprehensive income:
Net income .. - - - 5692 -- 5,692
Foreign currcncy translanon ad Justmcnt . - - - - {56) (56)
Recognition of cumulative translation adjustmem
from liquidation of a foreign subsidiary .............cccceers - - - - (859) (859}
Total comprzhensive income 4777
Cashless exercise of warrants.. 5 1 (1) - - -
Exercise of stock options............ . 2 - 44 -- - 44
Issuance of stock options to related party - - 48 - - 43
Modification of S10CK OPHONS ...ovvorrrveeccereccerreree s - = 735 = - 735
Balance, March 31, 2008 12,130 1,213 736,750 (619,744) 2,408 120,667
Comprehensive loss:
Net 1055 ovuerieven - - - (68,986) -- (68,986)
Foreign currency translatton adjustment - - - -- 21 21
Total comprehensive loss... . (68,965)
Exercise 0f SLOCK OPUIONS c.uv...vveeececerceeeeeeessssssessissssssnnss 6 1 131 - - 132
Modification of stock optlons - - 404 .- - 404
Issuance of comtion stock in Ileu of pamal mya]ly 156 16 2,093 - - 2,109
PAYIIENL . eere oo semerssccrms e seeesess bt e
Sale of Humoengous Entertainment.............ecriinins - - 3613 -- - 3613
Issuance of common stock in lieu of payment of net
related party payables (Note 13) ... 615 61 1,927 - - 7,988
Issuance of common stock (NOte 4} ..o 570 by 7207 -- - 7264
Balance, March 31, 2006 13,477 1,348 758,165 (688,730) 2,429 73,212
Adjustment to opening stockholders’ equity........ocococecocvvve. - - - (2,858) -- (2,858)
Comprehensive loss:
Net loss... - - - (69,711) - 69,7111
FForeign currcncy mmslatlon adJustmenl - - - -- 89 89
Total comprehensive loss... e (69,622)
Related party allocation of cxecutlve resng,nauon
agreement.... ceeeeeneres - - 7 - - m
Exercise of stock optmns ........ . 1 - 4 - - 4
Stock-based compensation expense....... - - 1587 -- - 1,587
Balance, March 31, 2007 11478 8 1348 S 160,527 §__{761299) h 2,518 S 3,094

(1) Reflects the one-for-ten reverse stock split effected on January 3, 2007, All periods have been restated to reflect the reverse stock split.

The accompanying notes are an integral part of these consolidated financial statements.
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ATARI, INC. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Business

We are a publisher of video game software that is distributed throughout the world and a distributor of video game
software in North America. We publish, develop (through external resources), and distribute video games for all platforms,
including Sony PlayStation 2, PlayStation 3 and PSP, Nintendo Game Boy Advance, Game Cube, Wii and DS, and Microsoft
Xbox and Xbox 360, as well as for personal computers, or PCs. The products we publish or distribute extend across most
major video game genres, including action, adventure, strategy, role playing and racing.

Through our relationship with our majority stockholder, Infogrames Entertainment S.A., a French corporation
(“IESA”), listed on Euronext, our products are distributed exclusively by [ESA throughout Europe, Asia and certain other
regions. Similarly, we exclusively distribute IESA’s products in the United States and Canada. Furthermore, we distribute
product in Mexico through various non-exclusive agreements, At March 31, 2007, IESA owns approximately 51% of us,
through its wholly-owned subsidiary California U.S. Holdings, Inc. (“CUSH™). As a result of this relationship, we have
significant related party transactions (Note 13).

Going Concern

Until 2005, we were actively involved in developing video games and in financing development of video games by
independent devetopers, which we would publish and distribute under licenses from the developers. However, beginning in
2005, because of cash constraints, we substantially reduced our involvement in development of video games, and announced
plans to divest ourselves of our internal development studios.

During fiscal 2006 and 2007, we sold a number of intellectual properties and development facilities in order to
obtain cash to fund our operations. During 2007, we raised approximately $35.0 million through the sale of the rights to the
Driver games and certain other intellectual property, and the sale of our Reflections Interactive Ltd (“Reflections™) and Shiny
Entertainment (“Shiny”) studios. By the end of fiscal 2007, we did not own any development studios.

The reduction in our development and development financing activities has significanity reduced the number of
games we publish. During fiscal 2007, our revenues from publishing activities were $104.7 million, compared with $153.6
million during fiscal 2006 and $289.6 million during fiscal 2005.

We are in the process of developing a strategic plan that would expand our activities into new, emerging aspects of
the video game industry, including casual games, online sites, digital downloading, advergaming, and brand licensing.
However, our ability to do those things will require that we have a source of funding and some of them will require
expansion and extension of our rights to use and sublicense certain properties.

For the year ended March 31, 2007, our net revenues were only $122.3 million, compared with $206.8 million in the
prior year, and we had an operating loss of $77.6 million in fiscal 2007, which included a charge of $54.1 million for the
impairment of our goodwill, which is related to our publishing unit. We have taken significant steps to reduce our costs. Our
ability to deliver products on time depends in good part on developers’ ability to meet completion schedules. Further, our
expected releases in fiscal 2008 are even fewer than our releases in fiscal 2007. In addition, most of our releases for fiscal
2008 are focused on the holiday season. As a result our cash needs have become more scasonal and we face significant cash
requirements to fund our working capital needs during the second quarter of our fiscal year.

Cutrently, our only borrowing facility is an asset-based secured credit facility that we estabiished in November 2006 with a
group of lenders for which Guggenheim Corporate Funding LLC (“Guggenheim™) is the administrative agent. The credit
facility consists of a secured, committed, revolving line of credit in an amount up to $15.0 million (subject to a borrowing
base calculation), which includes a $10.0 million sublimit for the issuance of letters of credit. However, the maximum
borrowings we can make under the credit facility will not by themselves provide all the funding we will need for the calendar
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2007 holiday season. Further, the credit facility may be terminated if we do not comply with financial and other covenants
prior to our need for borrowing (i.e. NASDAQ delisting).

Historically, we have relied on IESA to provide limited financial support to us, through loans or, in recent years,
through purchases of assets. However, IESA has its own financial needs, and its ability to fund its subsidiaries’ aperations,
including ours, is limited. Therefore, there can be no assurance we will ultimately receive any funding from IESA.

The uncertainty caused by these above conditions raises substantial doubt about our ability to continue as a going
concern. Our consolidated financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

We are still exploring various alternatives to improve our financial position and secure other sources of financing
which could include raising equity, forming both operationat and financial strategic partnerships, renegotiating or entering
into a new credit facility, entering into new arrangements to license intellectual property, and selling selected owned
intellectual property and licensed rights, Further, as we are contemplating various alternatives, we utilize a special committee
of our board of directors, consisting of our independent board members, James Ackerly, Ronald Bernard, and Michael
Corrigan, who are authorized to review significant and special transactions. We continue to examine the reduction of
working capital requirements to further conserve cash and may need to take additional actions in the near-term, which may
include additional personnel reductions and suspension of certain development projects during fiscal 2008. In May of 2007,
we announced a workforce reduction of approximately 20%.

The above actions may or may not prove to be consistent with our long-term strategic objectives, which have been
shifted in the last fiscal year, as we have discontinued our internal development activities and increased our focus on online
and casual gaming, among other things. We cannot guaraniee the completion of these actions or that such actions will
generate suificient resources to fully address the uncertainties of our financial position,

Reverse Stock Split

Or January 3, 2007, we effected a one-for-ten reverse stock spiit. The number of shares we are authorized to issue
was reduced from 300,000,000 to 30,000,000, and the par value was increased from $0.01 to $0.10 per share. Preferred stock
shares remain at 5,000,000 authorized with a par value of $0.01 per share. All references to share data in this Annual Report
on Form 10-K have been restated to reflect the split. See Note 4 for further details.

Principles of Consolidation

The consolidated financial statements include the accounts of Atari, Inc. and its wholly-owned subsidiaries. All
significant intercompany transactions and balances have been eliminated.

Revenue recognition, sales returns, price protection, other customer related allowances and allowance for doubtful
accounts

Revenue is recognized when title and risk of loss transfer to the customer, provided that collection of the resulting
receivable is deemed probable by management.

Sales are recorded net of estimated future returns, price protection and other customer related allowances. We are
not contraciually obligated to accept returns; however, based on facts and circumstances at the time a customer may request
approval for a return, we may permit the return or exchange of products sold to certain customers. In addition, we may
provide price protection, co-operative advertising and other allowances to certain customers in accordance with industry
practice. These reserves are determined based on historical experience, market acceptance of products produced, retailer
inventory levels, budgeted customer allowances, the nature of the title and existing commitments to customers. Although
management believes it provides adequate reserves with respect to these items, actual activity could vary from management’s
estimates and such variances could have a material impact on reported results.
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We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our customers to
make payments when due or within a reasonable period of time thereafter. If the financial condition of our customers were to
deteriorate, resulting in an inability to make required payments, additional allowances may be required.

Concentration of Credit Risk

We extend credit to various companies in the retail and mass merchandising industry for the purchase of our
merchandise which results in a concentration of credit risk. This concentration of credit risk may be affected by changes in
economic or other industry conditions and may, accordingly, impact our overall credit risk. Although we generally do not
require collateral, we perform ongoing credit evaluations of our customers and reserves for potential losses are maintained,

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Such estimates include allowances for bad debts, returns, price
protection and other customer promotional programs, obsolescence expense, and goodwill impairment. Actual results could
materially differ from those estimates. During the fourth quarter of fiscal 2007, we recorded an impairment charge in the
amount of $54.1 million, and as of March 31, 2007, our goodwill balance is zero (see Note 6).

Cash
Cash consists of cash in banks. As of March 31, 2006 and March 31, 2007, we have no cash equivalents.
Inventories

Inventories are stated at the lower of cost (average cost method) or market. Allowances are established to reduce the
recorded cost of obsolete inventory and slow moving inventory to its net realizable value.

Property and Equipment

Property and equipment is recorded at cost. Depreciation is computed using the straight-line method over the
estimated useful lives of the assets, as follows:

Useful Lives
COMPULET EQUIPITIENL v ecveasiersrmisrossressisessssasesses e ts b e rts s ons s mes AR AR SR AR50 3 years
Capitalized computer software... 3-5 years
Furniture and fixtures............... 7 years
Machinery and eqUIPIMENL... ...ttt s b b s S years

Leaschold improvements are amortized using the straight-line method over the shorter of the lease term or the
estimated useful lives of the related assets.

Fair Values of Financial Instrumentis

Financial Accounting Standards Board (“FASB”) Statement No. 107, “Disclosures About Fair Value of Financial
[nstruments,” requires disclosure of the fair value of financial instruments for which it is practicable to estimate. We believe
that the carrying amounts of our financial instruments, including cash, accounts receivable, inventories, prepaid expenses and
other current assets, accounts payable, accrued liabilities, royalties payable, assets and liabilities of discontinued operations,
and amounts due to and from refated parties, reflected in the consolidated financial statements approximate fair value due to
the short-term maturity and the denomination in U.S. dollars of these instruments.
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Long-Lived Assets

We review long-lived assets, such as property and equipment, for impairment annually or whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be fully recoverable. If the estimated fair
value of the asset is less than the carrying amount of the asset plus the cost to dispose, an impairment loss is recognized as the
amount by which the carrying amount of the asset plus the cost to dispose exceeds its fair value, as defined in FASB
Statement Mo. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets.”

Research and Product Development Expenses

Research and product development expenses related to the design, development, and testing of newly developed
software products, both internal and external, are charged to expense as incurred. Research and product development
expenses also include royalty payments (milestone payments) to third-party developers for products that are currently in
development. Once a product is sold, we may be obligated to make additional payments in the form of backend royalties to
developers which are calculated based on contractual terms, typically a percentage of sales. Such payments are expensed and
included in cost of goods sold in the period the sales are recorded.

Rapid technological innovation, shelf-space competition, shorter product life cycles and buyer selectivity have made
it difficult to determine the likelihood of individual product acceptance and success. As a result, we follow the policy of
expensing milestone payments as incurred, treating such costs as research and product development expenses.

Licenses

Licenses for intellectual property are capitalized as assets upon the execution of the contract when no significant
obligation of performance remains with us or the third party. If significant obligations remain, the asset is capitalized when
payments are due or when performance is completed as opposed to when the contract is executed. These ficenses are
amortized at the licensor’s royalty rate over unit sales to cost of goods sold. Management evaluates the carrying value of
these capitalized licenses and records an impairment charge in the period management determines that such capitalized
amounts are not expected to be realized. Such impairments are charged to cost of goods sold if the product has released or
previously sold, and if the product has never released, these impairments are charged to research and product development
expenses.

Atari Trademark License

In connection with a recapitalization completed in fiscal 2004, Atari Interactive, Inc. (“Atari Interactive™), a wholly-
owned subsidiary of IESA, extended the term of the license under which we use the Atari trademark to ten years expiring on
December 31, 2013. We issued 200,000 shares of our common stock to Atari Interactive for the extended license and will
pay a royalty equal to 1% of our net revenues during years six through ten of the extended license. We recorded a deferred
charge of $8.5 million, representing the fair value of the shares issued, which was expensed monthly until it became fully
expensed in the first quarter of fiscal 2007. The monthly expense was based on the total estimated cost to be incurred by us
over the ten-year license period; upon the full expensing of the deferred charge, this expense is being recorded as a deferred
liability owed to Atari Interactive, to be paid beginning in year six of the license.

Goodwill and Acquired Intangible Assets

Goodwill is the excess purchase price paid over identified intangible and tangible net assets of acquired companies.
Goodwill is not amortized, and is tested for impairment at the reporting unit level annually or when there are any indications
of impairment, as required by FASB Statement No. 142, “Goodwill and Other Intangible Assets.” A reporting unit is an
operating segment for which discrete financial information is available and is regularly reviewed by management. We only
have one reporting unit, our publishing business, to which goodwill is assigned.

A two-step approach is required to test goodwill for impairment for each reporting unit. The first step tests for
impairment by applying fair value-based tests (described below) to a reporting unit. The second step, if deemed necessary,
measures the impairment by applying fair value-based tests to specific assets and liabilities within the reporting unit.
Application of the goodwill impairment tests require judgment, including identification of reporting units, assignment of
assets and liabilities to each reporting unit, assignment of goodwill to each reporting unit, and determination of the fair value
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of each reporting unit. The determination of fair value for each reporting unit could be materiafly affected by changes in these
estimates and assumptions. Such changes could trigger impairment. As of March 31, 2007, we recorded a material
impairment of our goodwill (Note 6).

Intangible assets are assets that lack physical substance. During fiscal 2007, we recorded acquired intangible assets
for website development costs (related to the Atari Online website, including a URL), which are accounted for in accordance
with Emerging Issues Task Force (“EITF”) 00-02, “Accounting for Web Site Development Costs.” EITF (0-02 requires that
web site development costs be treated as computer software developed for internal use, and that costs incurred in the
application and development stages be capitalized in accordance with AICPA Statement of Position (“SOP”) 98-1,
“Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.” As of March 31, 2007, we
determined that certain of the acquired intangible assets previously capitalized no longer provided a future benefit to the
company, as management decided at the end of the fourth quarter to move to an outsourced technology model; these costs
were written off, and the charge is included in research and product development expenses for the year ended March 31, 2007

(Note 6).
Advertising Expenses

Advertising costs are expensed as incurred. Advertising expenses for the years ended March 31, 2003, 2006, and
2007 amounted to approximately $31.6 miltion, $25.2 miilion, and $12.9 million, respectively.

Income Taxes

We account for income taxes using the asset and liability method of accounting for income taxes. Under this
method, deferred tax assets and liabilities are determined based on differences between financial reporting and tax bases of
assets and liabilities and are measured using the enacted tax rates in effect for the years in which the differences are expected
to reverse. We record an allowance to reduce tax assets to an estimated realizable amount. We monitor our tax liability on a
quarterly basis and record the estimated tax obligation based on our current year-to-date results and expectations of the full
year results.

Foreign Currency Translation and Foreign Exchange Gains (Losses)

Assets and liabilities of foreign subsidiaries have been translated at year-end exchange rates, while revenues and
expenses have been translated at average exchange rates in effect during the year. Cumulative translation adjustments have
been reported as a component of accumulated other comprehensive income.

Foreign exchange gains or losses arise from exchange rate fluctuations on transactions denominated in currencies
other than the functional currency. For the years ended March 31, 2005 and March 31, 2007, foreign exchange losses were
$0.3 million and $0.4 million, respectively. For the year ended March 31, 2006, we recorded a foreign exchange gain of $0.1
million,

Shipping, Handling and Warehousing Costs

Shipping, handling and warehousing costs incurred to move product to the customer are charged to selling and
distribution expense. For the years ended March 31, 2003, 2006, and 2007, these charges were approximately $10.9 million,
$7.4 million, and $5.0 million, respectively,

Recent Accounting Pronouncements

Effective April 1, 2006, we adopted FASB Statement No. 123(R), “Share-Based Payments,” issued in December
2004. FASB Statement No. 123(R) is a revision of FASB Statement Ne. 123, “Accounting for Stock-Based Compensation,”
and supersedes Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees.” See
Note 2 for further information regarding this adoption.

In October 2005, the FASB issued FASB Staff Position (“FSP”) No. FAS 123(R)-2, “Practical Accommodation to
the Application of Grant Date as Defined in FASB Statement No. 123(R).” The FASB provides companies with a "practical
accommodation” when determining the grant date of an award subject to FASB Statement No. 123(R). If (1) the award is a




unilateral grant, that is, the recipient does not have the ability to negotiate the key terms and conditions of the award with the
employer, (2) the key terms and conditions of the award are expected to be communicated to an individual recipient within a
relatively short time period, and (3) as long as all other criteria in the grant date definition have been met, then a mutual
understanding of the key terms and conditions of an award is presumed to exist at the date the award is approved.

In November 2005, the FASB issued FSP No. FAS 123(R)-3, “Transition Election Related to Accounting for the
Tax Effects of Share-Based Award Payments.” FSP No. FAS 123(R)-3 provides an alternative method of calculating the
excess tax benefits available to absorb tax deficiencies recognized subsequent to the adoption of FASB Statement No.
123(R), The adoption of this FSP did not have a material impact on our results of operations or financial condition.

In May 2003, the FASB issued Statement No. 154, “Accounting Changes and Error Corrections, a replacement of
APB Opinion No. 20 and FASB Statement No. 3.” FASB Statement No. 154 provides guidance on the accounting for and
reporting of accounting changes and error corrections. It establishes retrospective application to prior periods’ financial
statements as the required method for reporting a change in accounting principle and the reporting of a correction of an error.
We have implemented this Statement in fiscal 2007 and it has impacted our consolidated financial statements; see Note 25 to
our consolidated financial statements for the adoption of FASB Statement No. 154 and Note 23 for the implementation of the
SEC Staff Accounting Bulletin No, 108.

In June 2006, the FASB issued FASB Interpretation No. (“FIN") 48, “Accounting for Uncertainty in Income
Taxes—An Interpretation of FASB Statement No. 109.” FIN 48 clarifies the accounting for uncertainty in income taxes
recognized in financial statements in accordance with FASB Statement No. 109, “Accounting for Income Taxes.” FIN 48
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a
tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on derecognition, ctassification,
interest and penalties, accounting in interim periods, disclosure, and transition. We are required to adopt the provisions of
FIN 48 in the first quarter of fiscal 2008. We have not yet evaluated the impact of this implementation on our consolidated
financial statements.

In September 2006, the FASB issued FASB Statement No. 157, “Fair Value Measurements,” which provides a
single definition of fair value, together with a framework for measuring it, and requires additional disclosure about the use of
fair value to measure assets and liabilities. Furthermore, in February 2007, the FASB issued FASB Statement No. 159, “The
Fair Value Option for Financial Assets and Liabilities,” which permits an entity to measure certain financial assets and
financial liabilities at fair value, and report unrealized gains and losses in earnings at each subsequent reporting date. lts
objective is to improve financial reporting by allowing entities to mitigate volatility in reported earnings caused by the
measurement of related assets and liabilities using different attributes without having to apply complex hedge accounting
provisions. Statement No. 159 is effective for fiscal years beginning after November 15, 2007, but early application is
encouraged. The requirements of Statement No. 157 are adopted concurrently with or prior to the adoption of Statement No.
159. We have not yet evaluated the impact of this implementation on our consolidated financial statements.

In September 2006, the SEC issued Staff Accounting Bulletin (“SAB”) No. 108, “Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements.” SAB No. 108 addresses how
the effects of prior year uncorrected misstatements should be considered when quantifying misstatements in current year
financial statements. SAB No. 108 requires companies to quantify misstatements using both a balance sheet and an income
statement approach and to evaluate whether either approach results in quantifying an error that is material in light of relevant
quantitative and qualitative factors. When the effect of initial application is material, companies will record the effect as a
cumulative effect adjustment to the beginning balance of retained earnings. The provisions of SAB No. 108 are effective for
us for the fiscal year ended March 31, 2007. The implementation of SAB No. 108 has impacted our consolidated financial
statements; see Note 23 to our consolidated financial statements.

During the year ended March 31, 2007, the SEC finalized Rule Release 33-8732A regarding disclosure requirements
for executive and director compensation. The final rule increases the disclosure requirements of total compensation for the
principal executive officer, the principal financial officer, and up to three of the other most highly paid officers, and requires
tabular presentation of all director compensation. The new requirements are effective in Forms 8-K for triggering events that
oceur on or after November 7, 2006, and in Forms 10-K for fiscal years ending on or after December 15, 2006. This
information is incorporated by reference to our definitive Proxy Statement for our Annual Meeting of Stockholders to be held
in fiscal 2008, to be filed with the SEC within 120 days after the end of fiscal 2007.




NOTE 2 - STOCK-BASED COMPENSATION

Effective April 1, 2006, we adopted FASB Statement No. 123(R), “Share-Based Payment,” which requires the
measurement and recognition of compensation expense at fair value for employee stock awards. Through March 31, 2006,
we accounted for employee stock option plans under the intrinsic value method prescribed by APB Opinion No. 25,
“Accounting for Stock Issued to Employees” and related interpretations. Any equity instruments issued, other than to
employees, for acquiring goods and services were accounted for using fair value at the date of grant. We also previously
adopted the disclosure provisions of FASB Statement No. 123, “Accounting for Stock-Based Compensation,” as amended by
FASB Statement No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure — an Amendment of
FASB Statement No. 123,” which required us to disclose pro forma information as if we had applied fair value recognition
provisions.

We have adopted FASB Statement No. 123(R) using the modified prospective method in which we are recognizing
compensation expense for all awards granted after the required effective date and for the unvested portion of previously
granted awards that remained outstanding at the date of adoption. Under this transition method, the measurement as well as
our method of amortization of costs for share-based payments granted prior to, but not vested as of, April 1, 2006 would be
based on the same estimate of the grant-date fair value and the same amortization method that was previously used in our
FASB Statement No, 123 pro forma disclosure. Prior period results have not been restated, as provided for under the
modified prospective method.

At March 31, 2007, we had one stock incentive plan, under which we could issue a total of 1,500,000 shares of
common stock as stock options or restricted stock, of which 872,490 were still available for grant as of March 31, 2007.
Upon approvat of this plan, our previous stock option plans were terminated, and we were no longer able to issue options
under those plans; however, options originally issued under the previous plans continue to be outstanding. All options
granted under our current or previous plans have an exercise price equal to or greater than the market value of the underlying
common stack on the date of grant; options vest over four years and expire in ten years.

Th= recognition of stock-based compensation expense increased our loss before benefit from income taxes, our loss
fror continuing operations, and our net loss by $1.6 million for the year ended March 31, 2007, and increased our basic or
diluted loss per share amount by $0.12 for the year ended March 31, 2007. We have recorded a full valuation allowance
against our net deferred tax asset, so the settlement of stock-based compensation awards will not result in tax deficiencies that
could impact our consolidated statement of operations. Because the tax deduction from current period settlement of awards
has not reduced taxes payable, the settlement of awards has no effect on our cash flow from operating and financing
activities.

The following table summarizes the classification of stock-based compensation expense in our consolidated
statement of operations (in thousands):

Year Ended
March 31,
2007
Research and product development eXpenses.......ovieiceninnenns s 865
Selling and distribution eXpenses ..o vcimivirminrisnieseesne e, s 88
General and administrative eXpenses ..., $ 634

The weighted average fair value of options granted during the years ended March 31, 2005, 2006, and 2007 was
$15.20, $17.80, and $4.62, respectively. The fair value of our options is estimated using the Black-Scholes option pricing
model. This model requires assumptions regarding subjective variables that impact the estimate of fair value. Our policy for
attributing the value of graded vest share-based payment is a single option straight-line approach. The following table
summarizes the assumptions used to compute the weighted average fair value of option grants:

Year Ended
March 31,
2005 2006 2007
Anticipated volatility .........coccooneccmnrinmionns e e 95% 92% 81%
Drividend yield ..o 0% 0% 0%
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Remaining life in Years......ooovreironecrncccimniiecnenns 4 4 4

The weighted average risk-free interest rate for the years ended March 31, 2005, 2006, and 2007 was 3.40%, 4.19%,
and 4.78%, respectively.

FASB Statement No. 123(R) requires that we recognize stock-based compensation expense for the number of
awards that are ultimately expected to vest. As a result, the expense recognized must be reduced for estimated forfeitures
prior to vesting, based on a historical annval forfeiture rate, which is 10.1%. Estimated forfeitures shall be assessed at each
balance sheet date and may change based on new facts and circumstances. Prior to the adoption of FASB Staternent No.
123(R), forfeitures were accounted for as they occurred when included in required pro forma stock compensation disclosures.

The following table iilustrates the effect on (loss) from continuing operations and net income (toss) for the years
ended March 31, 2005 and 2006 if we had applied the fair value recognition provisions of the FASB Statement No. 123(R),
to stock-based employee compensation (in thousands, except per share data):

Years Ended
March 31,
2003 2006

(Loss) from continuing operations:
Basic and diluted — as reported ... e $ (14,855 8 (63,375)
Add: Stock-based employec compensatlon expense mcluded in
reported (loss) from continuing operations, net of related tax

effects (1}.... s . 735 404
Less: Fair va]ue of stock based employee compensatlon cxpcnsc,
net of related tax effects... {5,535} {1.731)
Basic and diluted — pro fOrma ..o B (19,655) $  (64,702)
(Loss) from continuing operations per share:
Basic and diluted ~ a5 1eponted ... rccce s 9 {122y § (4.93)
Basic and diluted — pro forma. ..o e 9 (1.62) $ (5.03)
Net income (loss):
Basic and diluted — as reported ... TR 5692 § (68,986)
Add: Stock-based employee compensanon expcnsc mcludcd in
reported net income (loss), net of related tax effects (1) ...ccovevvnn 735 404
Less: Fair value of stock-based employee compensation cxpcnsc,
net of related tax effects ... {5.535) (1L.731)
Basic and diluted = pro forma.........oerormeeercnnonrnnconssneensesnssssssnessionseesiss 9 892 § (70,313)
Net income (loss) per share:
Basic and diluted — as reported ... 3 047 $ (5.36)
Basic and dituted ~ pro forma ..ot 007 % (5.47)

(1) For the year ended March 31, 2005 and 2006, we recorded $0.7 million and $0.4 million, respectively, of expense
related to the modification of stock option agreements for certain executives terminated during the respective
years and in connection with management’s restructuring plan (Note 20).

The following table summarizes our option activity under our stock-based compensation plans for the years ended
March 31, 2005, 2006, and 2007:

Weighted Average
Shares Exercise Price
(in thousands)
Options outstanding at March 31, 2004 688 $ 106.05
L] 111 TSRO 492 3 21.06
EXETCISed ..ot e e e 2) $ 4.61
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46.15
106.97
69.86
25.67
13.30
21.59
97.88
71.97
7.28
3.40
13.57
157.27

L I - B B B B B B

:

§___ 6579

As of March 31, 2007, the weighted average remaining contractual term of options outstanding and exercisable was
7.4 years and 5.2 years, respectively, and there was no aggregate intrinsic value related to options outstanding and exercisable
due to a market price lower than the exercise price of all options as of that date. As of March 31, 2007, the total future
unrecognized compensation cost related to outstanding unvested options is $3.3 million, which will be recognized as
compensation expense over the remaining weighted average vesting period of 1.6 years.

The following table summarizes information concerning currentty outstanding and exercisable options (shares in
thousands):

Weighted Weighted Weighted
Range of Number Average Average Number Average
Exercise Price Qutstanding Remaining Life Exercise Price Exercisable Exercise Price
$ 3.40-7.40 351 94 $ 726 1 § 340
$ 13.80-76.00 495 6.0 $ 39.88 406 $ 4352
$ 78.00-396.88 66 2.4 $202.93 _ 66 $£20293
4112 473

NOTE 3 — NET INCOME (LOSS) PER SHARE

Basic net income (loss) per share is computed by dividing net income (loss} by the weighted average number of
shares of common stock outstanding for the period. Diluted net income (loss) per share reflects the potential dilution that
could occur from shares of common stock issuable through stock-based compensation plans including stock options and
warrants using the treasury stock method. The following is a reconciliation of basic and diluted loss from continuing
operations and income (loss} per share (in thousands, except per share data):

Years Ended
March 31,
2005 2006 2007
Basic and diluted earnings per share calculation:

{Loss) from continuing operations..........cc..o.. v 8§ (14,855) 8 (63,375) §  (66586)
Income (loss) from discontinued operanons of Reﬂecnons Interacnvc

Ltd, net of tax provision of $9,716, $0, and $7,559, respecnvcly ............ 20.547 (5.611) (3.125)
Net income (1088) c.eevvmeeeenrrereereverere e . e B 5692 8 (68986} $§ _ (69711}
Basic weighted average shares outstanding... 12,128 12,863 13,477
Dilutive effect of stock options and warrants.... 31 ot =
Diluted weighted average shares outstanding ... 12,159 12,863 13.477

Basic and diluted net income (loss) per share:
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(Loss) from cOntnUINg OPEratiONS.......ocvvsrmseesssencueesmmsresssessesseearesseensersresersees 9 (122) $ (493) § (4.94)
Income (loss) from discontinued operations of

Reflections Interactive Lid, net 0f 1aX ....ccoouveeeeeeeveeeeeveecre e inssnrians 1.69 {0.43) {0.23)
Net iNCOME (1055) veceervrrrrsecrereriarireseessenne by 047 S (5.36) % (5.17)

The number of antidilutive shares that was excluded from the diluted earnings per share calculation for the years
ended March 31, 2005, 2006, and 2007 was approximately 650,000, 758,800, and 924,000 respectively. For the year ended
March 31, 2005, the antidilutive shares are due to options and warrants in which the exercise price is greater than the average
market price of the common shares during the period. For the years ended March 31, 2006 and March 31, 2007, the shares
were antidilutive due to the net loss for the year.

NOTE 4 - STOCKHOLDERS’ EQUITY
Reverse Stock Split

On January 3, 2007, our stockholders approved a one-for-ten reverse stock split. As a result of the stock split, we
filed with the Secretary of State of the State of Delaware a Certificate of Amendment to our Restated Certificate of
Incorporation. The Certificate is effective as of January 3, 2007, and effects a one-for-ten reverse stock split of our issued and
outstanding shares of common stock, par value $0.01 and decreases the number of shares of common stock we are authorized
to issue from 300,000,000 to 30,000,000. As of the effective date of the split, every 10 shares of our issued and outstanding
commeon stock, $0.01 par value, automatically converted to one share of common stock, $0.10 par vaive. No fractional shares
were issued in connection with the split. Cash will be paid in lieu of fractionai shares. The split did not alter any voting rights
or other terms of our common stock.

In accordance with the split, the Compensation Committee adjusted the amount of shares reserved under, and all
awards made pursuant to, our stock incentive plans (see Note 2).

Sale of common stock to third-party investors

On September 15, 2005, we entered into a Securities Purchase Agreement, with each of Sark Master Fund Ltd
("SARK Fund™) and CCM Master Qualified Fund, Ltd., a current shareholder ("CCM Fund"), to issue them an aggregate of
570,259 shares of our common stock in private placement transactions. The shares were sold for cash at $13.00 per share for
an aggregate offering price of $7.4 million. In connection with the sale, we paid a placement agent fee of approximately $0.1
million.

Sale of Humongous Entertainment
On August 22, 2005, we sold the Humongous Business (“Humongous™) to IESA in exchange for 4,720,771 of their
shares valued at $8.3 million. The difference between the sale price and Humongous® book value was recorded to additional

paid-in capital, as no gain can be recorded on sales of businesses with entities under common control. See Note 19 for
further details.

F-16




Issuance of common stock as settlement of certain net related party balances

In September 2005, we entered into two transactions with our majority stockholder, IESA, to settle certain
outstanding net related party balances totaling $8.0 million through the issuance of an aggregate of 614,505 shares of our
common stock. See Note 13 for further details.

Warrants

As of March 31, 2007, we had warrants, excluding warrants related to our purchase by IESA, outstanding to
purchase an aggregate of approximately 19,249 shares of our common stock. The warrants have expiration dates ranging
from May 2006 to November 2012. The exercise price of the warrants ranges from $24.20 to $1,000.00.
NOTE 5 - CONCENTRATION OF CREDIT RISK

As of March 31, 2006, we had four customers whose accounts receivable excesded 10% of total accounts
receivable:

For the year ended
March 31, March 31,
2006 2006
% of Accounts Receivable % of Net Revenues (1)
Customer 1 .... 25% 13%
Customer 2 ..., 15% 13%
Customer 3 .... 14% 31%
CUSIOMET 4 ..o ses s seres e ns e eanaeas - 1% Y
m:& A

As of March 31, 2007, we had twoe customers whose accounts receivable exceeded 10% of totai accounts receivable:

For the year ended
March 31, March 31,
2007 2007
% of Accounts Receivable % of Net Revenues (1)
CUSIOMET 1 oorcrcre e st e rsemonaas 34% 19%
CUSIOMET 2 ..t ns e rmensnnss 20% 9%
_— . M% - 2%

(1) Excluding international royatty, licensing, and other income,
Due to the timing of an aggressive pricing program which took effect for customers on June 1, 2006, combined with
the timing of cash receipts and lower sales in the year, certain customers were in net credit balance positions within our

accounts receivable, As a result, $0.8 million was reclassified to accrued liabilities to properly state our assets and liabilities
as of March 31, 2007. As of March 31, 2006, we reclassified credit balances of $0.4 miilion.

With the exception of the largest customers noted above, accounts receivable balances from all remaining individual
customers were less than 10% of our total accounts receivable balance.

NOTE 6 - GOODWILL. AND ACQUIRED INTANGIBLE ASSETS

The change in goodwill for the years ended March 31, 2006 and March 31, 2007 is as follows:

March 31,
2006 2007
Beginning balance... S OOV STV OO U OO PO UPTOUOUOVIOUUR. 70,224 § 66,398
Sale of Humongous l'ntenamment stud:o (3,826) --
Sale of Reflections Interactive Litd development stud:o - (12,269)
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Impairment of Z00AWIll ... it s - (54,129)
ENding DAIANCE. ...coucvecreeirienine e nrsanss s srsasssesssssnsssrssssessssmssssssessessasassssiossnsssssosssssssmssosmennees S 06,308 8 -

During the year ended March 31, 2006, $3.8 million of the goodwill associated with our publishing business was
allocated to Humongous, Inc., a related party, as part of the sale transaction. Similarly, during the year ended March 31,
2007, we allocated $12.3 million of goodwil! to the sale of our previously wholly-owned development studio Reflections and
related Driver intellectual property. See Note 19.

A two-step approach is required to test goodwill for impairment for each reporting unit (see Note 1). In fiscal 2007,
we completed the first step of the annual goodwill impairment testing as of December 31, 2006 with regard to the goodwill
associated with our publishing business. As part of step one, we considered three methodologies to determine the fair-value
of our reporting unit. The first, which we believe is our primary and most reliable approach, is a market capitalization
approach. This aligns our market capitalization at the balance sheet date to our publishing business, as we believe this
measure is a good indication of third-party determination of fair value. The second approach entails determining the fair
value of the reporting unit using a discounted cash flow methodology, which requires significant judgment to estimate the
future cash flows and to determine the appropriate discount rates, growth rates, and other assumptions. The third approach is
an orderly sale of assets process, which values the publishing unit based on estimated sale price of assets and intellectual
property, less any related liabilities. Due to our history of operating losses and diminishing financial performance, we do not
place heavy reliance on the second approach. The third approach is not a commonly used analysis; therefore, we place
minimal reliance on that approach as well. Pursuant to the analysis using the market capitalization approach, we found no
indications of impairment of our recorded goodwill at December 31, 2006,

However, during the fourth quarter ended March 31, 2007, our market capitalization declined significantly. As this
measure is our primary indicator of the fair value of our publishing unit, management considered this decline to be a
triggering event, requiring us to perform an impairment analysis. As of March 31, 2007, we completed this analysis and our
management, with the concurrence of the Audit Committee of our Board of Directors, has concluded that an impairment
charge of $54.1 million should be recognized. This is a non-cash charge and has been recorded in the fourth quarter of fiscal
2007.

The change in acquired intangible assets {included in other assets) for the years ended March 31, 2006 and March
31, 2007 is as follows:

March 31,
2006 2007
Beginning DAlANCE.........cocvcereieresereererersrsmrsrerssrss e ssrsssss verersassess sessssasemmesnseseneassransessnensessesensoss 9 731§ -
Additions............. - 2,291
Amortiration ... (731) -
WHIE-OfT ..ot e bee st vt ben b be s srasne b are st s senaen - (2,151}
ENAINE DAIANCE . .....ocevcveesceescer et sems st s st snsser s e srsssnssssssssnsresesm s ssrases st saresnensassenecsnressosensennes - 8 140

During fiscal 2006, acquired intangible assets consisted of a license for the use of certain intellectual property. The
intangible was amortized over the expected revenue stream associated with the use of the intellectual property, which was
determined upon acquisition to be four years. Amortization expense for the years ended March 31, 2005 and 2006 was $0.7
million in each period. As of March 31, 2006, the intangible asset was fully amortized. During the year ended March 31,
2007, we capitalized as acquired intangible assets $2.3 million of costs incurred with several third party contractors in
connection with the development of our Atari Online website, as well as costs incurred to purchase a URL. During the fourth
quarter of fiscal 2007, it was determined that certain of the acquired intangible assets previously capitalized no longer
provided a future benefit to the company, as management decided at the end of the fourth quarter to move to an outsourced
technology model; these costs were written off, and the charge is included in research and product development expenses
within our publishing segment. The remaining asset is related to the purchased URL and will not be amortized until the
website is operational, which will occur in fiscal 2008. The balance is included in other assets on our consolidated balance
sheet as of March 31, 2007.
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NOTE 7 - INVENTORIES, NET

Inventories consist of the following (in thousands):

March 31, March 31,
2006 2007
FASIEA BOOMS. .. ...ttt eete ettt e et e oot et e e et e ra e e $ 18608 § 8226
L T (1 L[] U 2,106 615
Raw MBS, ...t et e 73 2
b 20,787 b 8,843
NOTE 8 - PREPAID EXPENSES AND OTHER CURRENT ASSETS
Prepaid expenses and other current assets consist of the following (in thousands):
March 31, March 31,
2006 2007
LICENSES SHOTT-EIMN oottt s e asae st et b sa e e pens emss s sanst kst bhs s es st senesensrenrs D 5683 §$ 7,054
Prepaid insurince.................. 872 802
Reflections escrow receivable.. -- 626
Royalties reccivable.......... 2,118 495
Deferred financing fees.... 33 209
Taxes receivable .............., 23 90
Atari trademark license .... 305 -
Prepaid broker fee................. 81 -
Other prepaid eXpenses and CUITET BSSELS......ocvi..vesceersrsrisrssvesestseseassesssesasiesssssssssss1esstessasnsessvenssassons 2230 953

NOTE 9 - PROPERTY AND EQUIPMENT, NET

Praperty and equipment consists of the following (in thousands):

March 31, March 31,
2006 2007
Capitalized COMPULET SORWATE....co...oceeeer it ssansnr s 17,741 § 18,242
Computer equipment ................ 10,801 0,243
Leasehold improvements.. 5,362 5,241
Fumiture and fixtures ........... 2,103 2,195
Machinery BNt BQUIPITIENE. ..o erer et reteems s ssrasemersressseeocse s s seme s ssasessssarasssaesenesearessesnnass 245 241
36,252 35,162
Less: accumulated depreciation ... ssse et sesssesese s smssnsnrssssssnssmsssessnnnenes____(30,139) (30,945}

Included in the balance of leasehold improvements is $1.2 million of improvements related to an on-going
renovation of our New York office. These improvements have been funded by our landlord (see Note 15) and have been
recorded as a deferred credit, which is being amortized against rent expense over the life of the lease. During fiscal 2007, we
recorded a nominal amount of amortization of this credit.

Depreciation expense for the years ended March 31, 2005, 2006, and 2007 amounted to approximately $6.3 million,
$4.5 million, and $3.0 million, respectively,
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NOTE 10 - ACCRUED LIABILITIES
Accrued liabilities consist of the following (in thousands):

March 31,
2006

Accrued third-party development EXPENSES .....ocuv et s e 5 1411
Accrued professional fees and other services ... 1,665
Accrued distribution Services ........cuvvneirinnnn. 3,713
Accrued salary and related costs... 1,943
Accrued advertising......c..ooeeireerneens 3,772
Accounts receivable eredit balances ..... 381
Taxes payablz .....cooevrverecrveneriesennnns 205
Deferred income ... oeeenn. 381
Accrued freight and hanGling fEES ... e errns e retene s e sene e seeseeos 1,029
Restructuring reserve (INOLE 20) .......cciierirresisevasrs s ssnsreesrs s sesssssssns e snsrs oo ssas sesstsssssnmas e 2,163
DMNET c1ocrvrvevreeeeserrrtsesssoras s st s sarssbs sas g ae s seaans a2 sen e s bee st beta oS £ a4 e st e et b et are s et 2,442

March 31,
2007

$ 2,660
2,578
2,061
1,581
1222

828
299
231
193
54
1.674

19105

NOTE 11 - LONG-TERM LIABILITIES

Long-term liabilities consist of the following (in thousands):

March 31,
2006

DEIEEIEE TEIML .. ocore e et sste besns s sam bt b et e s bt ety D 25
Landlord allowance
Deferred IMCOME — JOMEB-LEIIIL ...o.creeret et et ene et ena st e s s et s bbb b0 402
Other Jong-term HADIEES «.vuvv.cvvescrenersasrss e reesescasenss st secseassenaressreenesesesaneasrasseossessesseeseessensansrasass 242

13381

March 31,
2007

b3 1,880
1,213

325

16

§ 669
NOTE 12 - INCOME TAXES

(Loss) before (benefit from) income taxes consisted of (in thousands):

Years Ended
March 31,
2005 2006

§ 3434

2007

United SEREES......oooerr e emme e e vesems e $ (24412) § (64002 § (77,307)
23 4]

FOPBIBI ettt bbb s b 222

(Loss) before (benefit from) income taxes ...oemiervanens 5 (24387 5. (63,780) §__(77.266)

The components of the (benefit from) income taxes are as follows (in thousands):

Years Ended
March 31,
2008 2006

Current:

Federal ... e $ 100 % 284

State and 10Cnl.......c.o.oveeveeeeeeee e (134) 76
FOBIBN et s 218 (197

E

{998)

TOtal....ce e e 184 (405)

Deferred ... e
Federal ... e seerinee e esessene

(7,848) -
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State and Local ... (1,868) - (1 466)

Foreign. - - -
TOAL oot s (5,716} - (9, 682)
(Benefit from) INCOME LAXES vov.veecerrccrrersereensreeerseeannaenne (953 S (405 & (10,680}

We allocate income taxes between continuing and discontinued operations in accordance with FASB Statement No.
109, “Accounting for Income Taxes,” particularly paragraph 140, which states that all items, including discontinued
operations, should be considered for purposes of determining the amount of tax benefit that results from a loss from
continuing operations and that should be allocated to continuing operations. FASB Statement No. 109 is applied by tax
jurisdiction, and in periods in which there is a pre-tax loss from continuing operations and pre-tax income in another
category, such as discontinued operations, tax expense is first allocated to the other sources of income, with a related benefit
recorded in continuing operations.

During the year ended March 31, 2005, we recorded a tax benefit of §9.7 million in accordance with paragraph 140
of FASB Statement No. 109 (see above), offset by a tax provision of approximately $0.2 million primarily from the increase
in certain tax exposures of our dormant UK subsidiary.

During the year ended March 31, 2006, we recorded a tax benefit of approximately $0.4 million, primarily from the
favorable outcome of a federal income tax examination and the reduction of certain tax exposures of our dormant UK
subsidiary.

During the year ended March 31, 2007, we recorded a tax benefit of $7.6 million in accordance with paragraph 140
of FASB Statement No. 109 (see above), as well as a tax benefit from the reversal of a deferred tax liability of $2.1 million,
associated with the impairment of our goodwill (Note 23), compounded by a tax benefit of approximately $1.0 million
primarily from the favorable outcome of a tax examination of our dormant UK subsidiary.

A reconciliation of the benefit from income taxes from continuing operations computed at the federal statutory rate to
the reported benefit from income taxes is as follows (in thousands):

Years Ended
March 31,
2005 2006 2007

(Benefit from) income taxes computed at the federal statutory rate $ (8,536 5 (22,323 $ (27,043)
{Benefit) expense from income taxes resulting from:

Permanent differences and other... 43 3,668 4,273
State and local taxes, net of federa] tax cﬁ'ﬁ:ct (1,349 7 (952)
Difference between U.S. and foreign income tax ratcs ...... 217 mn )
Reversal of reserves and settlement of tax examinations... 100 (405) (999)
Loss for which no benefit was received.......cccnninnn (7) 18,579 14,045

(Benefit from) iNCOME LAXES. ....ovmrceeenmeeremere s s cssimsnisbnsins

§(053) 5 (405) S (10,680

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. The components of our net
deferred tax asset are as follows (in thousands):

March 31, March 31,
2006 2007

Deferred tax asset:
Inventory valualion ... $ 1,333 h 843
Deferred income ............ 121 20
Net operating loss canyforwards 213,034 209,659
Restructuring reserve .. 888 22
Allowances for bad dcbts retums pncc protcctlon

and other customer promotional programs .......cocvee 11,309 5,471
Depreciation and amortization ... 676 15,229
Atari tredemark license expense (122) 736
Research and development credit carryforwards............... 6410 8.069
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March 31, March 31,

2006 2007
233,649 240,049

Deferred tax liability:
In process research and development. ..o e (792) .-
OUREE. . evvevsreeee e v rene s s sas s aseareseaens e semonseremsssrasnansas (12} =
(804) -
SUBLOAL .cuc.re st e bbb 232,845 240,049

Less: valuation allowance (232,845} (240,049

Net deferred taX A5t vivrremerrceerriereeeiarere e ssecssarasenns hY - 3 ==

The valuation allowance increased by approximately $7.0 million, primarily related to current year losses for which
no benefit was provided.

As of March 31, 2007, we had federal net operating loss carryforwards of approximately $544.6 million. The net
operating loss carryforwards will expire beginning in 2012 through 2027 and may be subject to annual limitations provided
by Section 182 of the Internal Revenue Code.

As of March 31, 2007, we have federal research and development credits of approximately $6.8 million and state
research and development credits of approximately $1.1 million. These credits will expire beginning in 2011. We also have
$0.2 million in federal alternative minimum tax credits which can be carried forward indefinitely.

As of March 31, 2007, there were no undistributed earnings for our 100% owned foreign subsidiaries.
NOTE 13 - RELATED PARTY TRANSACTIONS
Relationship with IESA

As of March 31, 2007, IESA beneficially owned approximately 51% of our common stock. IESA renders management
services to us (systems and administrative support) and we render management services and production services to Atari
Interactive and other subsidiaries of IESA. Atari Interactive develops video games, and owns the name “Atari” and the Atari
logo, which we use under a license. 1ESA distributes our products in Europe, Asia, and certain other regions, and pays us
royalties in this respect. IESA also develops (through its subsidiaries} products which we distribute in the United States,
Canada, and Mexico and for which we pay royalties to [ESA. Both [ESA and Atari Interactive are material sources of products
which we bring to market in the United States, Canada, and Mexico. During fiscal 2007, international royalties earned from
TESA were the source of 4% of our net revenues. Additionally, IESA and its subsidiaries (primarily Atari Interactive) were the
source of approximately 38% of our net pubtishing product revenue for the year ended March 31, 2007.

Historically, IESA has incurred significant continuing operating fosses and has been highly leveraged. On September
12, 2006, TESA announced a multi-step debt restructuring plan, subject to its shareholders® approval, which would significantly
reduce its debt and provide liquidity to meet its operating needs. On November 15, 2006, TESA shareholders approved the debt
restructuring plan, permitting TESA to execute on this plan. As of the date of this report, [ESA has raised approximately 74
million Euros, of which approximately 45 million Euros has paid down outstanding short-term and long-term debt and has
provided approximately 20 million Euro of liquidity for working capital needs. As of the date of this report, IESA has
completed its debt restructuring plan; however, its current ability to fund, among other things, its subsidiaries’ operations
remains limited. Our results of operations could be materially impaired if IESA fails to fund Atari Interactive, as any delay or
cessation in product development could materially decrease our revenue from the distribution of Atari Interactive and IESA
products. If the above contingencies occurred, we probably would be forced to take actions that could result in a significant
reduction in the size of our operations and could have a material adverse effect on our revenue and cash flows,

Additionally, although Atari is a separate and independent legal entity and we are not a party to, or a guarantor of, and
have no obligations or liability in respect of IESA’s indebtedness (except that we have guaranteed the Beverly, MA lease
obligation of Atari Interactive), because IESA owns the majority of our common stock, potential investors and current and
potential business/trade partners may view [ESA’s financial situation as relevant to an assessment of Atari. Therefore, if [ESA
has negative financial results, it may taint our relationship with our suppliers and distributors, damage our business reputation,
affect our ability to generate business and enter into agreements on financially favorable terms, and otherwise impair our ability
1o raise and generate capital.
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Summary of Related Party Transactions

The following table provides a detailed break out of related party amounts within each line of our consolidated
statements of operations {in thousands):

Years Ended
March 31,
Income (expense) 2005 2006 2007
Net revenues $ 343837 § 206796 8 122,285
Related party activity:
Royally iNCOmE (1) oot sesee et ae s rr e rees 2,520 13,521 5,243
License income (1).... 31 437 2,464
Sale of goods ... - 1,745 1,120 972
Production, quahty and assurance testmg and other SEIVICES.cvensens 2,438 3313 3.376
Total related party net revenues.. 6,734 18,391 12,255
Cost of goods sold (200,244) (133.604) (72,629}
Related party activity:
Distribution fee for Humongous, Inc. products (Note 19) - (6,264) (5,3138)
Royalty expense (2).... {30,339) (14400 (11,365}
Total related party cost of goods so]d ............................................ (30,339) (20,665) (16,683)
Research and product development expenses (38,311} (31,887} (30.077)
Related party activity:
Development expenses (3).....ooweriremerinsennns (12,578) (17,321) (7,224)
Related party allocation of execullvc rcmgnauon agmcmcnt ........ -- - a1
Other miscellaneous development expenses .. (61) (238) (229)
Total related party research and product devclopmcnt
EXpenses... (12,639) (17,559 (8,224)
Selling and distribulion expenses (38,220} (42,983) (25,296)
Related party activity:
Miscellaneous purchase of services.. (13) (87} (151)
Total related party selling and dlsmbutmn expenses (73) (87) (151)
General and adminisirative expenses (35,792} (30,385) (21,788)
Related party activity:
Management fee FEVENUE ... cren s ssssenss st et sneme e s 3,000 3,073 3,020
Management fee expense .. (3,000) (3,000) (3,000)
Office rental and other services (4)........ (366) &% 184
Total related party general and admmlstmtwe expenses ............... {366) 162 204
Restructuring expenses {4,932) (8.867) {709)
Related party activity:
Office rental (4)... - (639) (467}
Tota! related party restructurmg expenses - (639) {467)
Interest (expense) income, net (459) (595) 30/
Related party activity:
Interest INCOME {5)...c.currirmermeneranne st rnsee st sesims s e essseos 887 == -
Total related pany mtf:rcst income, net 887 - -
Income (loss) from discontinued operations of Reflections
Interactive Ltd, net of tax provision of $9,716, $0, and
$7,559, respectively 20,547 (3,611) (3.125)
Related party activity:
Royalty income (1).... 16,166 4,750 (1,871
License income (1}....cveeeernecnecnn - -= 356
Total related parly income (loss) from dlscommucd
operations of Reflections Interactive Ltd, net of tax .. ............ 16,166 4,750 (1,315)
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(1) We have entered into a distribution agreement with IESA and Atari Europe which provides for IESA’s and Atari
Europe’s distribution of our products across Europe, Asia, and certain other regions pursuant to which 1ESA, Atari
Europe, or any of their subsidiaries, as applicable, will pay us 30.0% of the gross margin on such products or 130.0% of
the royalty rate due to the developer, whichever is greater. We recognize this amount as royalty income as part of net
revenues, net of returns. Additionally, we earn license income from related parties iFone and Glu Mobile (see below).

(2) We have also entered into a distribution agreement with I[ESA and Atari Europe, which provides for our distribution
of IESA's (or any of its subsidiaries’) products in the United States, Canada, and Mexico, pursuant to which we will pay
[ESA either 30.0% of the gross margin on such products or 130.0% of the royalty rate due to the developer, whichever is
greater. We recognize this amount as royalty expense as part of cost of goods sold, net of returns.

(3) We engage certain related party development studios to provide services such as product development, design, and
testing.

{4) In July 2002, we negotiated a sale-leaseback transaction between Atari Interactive and an unrelated party. As part
of this transaction, we guaranteed the lease obligation of Atari Interactive. The lease provides for minimum monthly
rental payments of approximately $0.1 million escalating nominally over the ten year term of the lease. During fiscal
2006, when the Beverly studio (which held the office space for Atari Interactive) was closed, rental payments were
recorded to restructuring expense. We also received indemnification from IESA from costs, if any, that may be incurred
by us as a result of the full guaranty.

We reczived a $1.3 million payment for our efforts in connection with the sale-leaseback transaction. Approximately
$0.6 million, an amount equivalent to a third-party broker’s commission, was recognized during fiscal 2003 as other
income, while the remaining balance of $0.7 million was deferred and is being recognized over the life of the sub-lease.
Accordingly, during the years ended March 31, 2005, 2006, and 2007, approximately $0.1 million of income was
recognized in each period. As of March 31, 2006 and March 31, 2007, the remaining balances of approximately $0.5
million and $0.4 million, respectively, is deferred and is being recognized over the life of the sub-lease. Although the
Beverly studio was closed as part of management’s restructuring plan (Note 20), the space has not been sublet to date.

Additionally, we provide management information systems services to Atari Australia for which we are reimbursed. The
charge is calculated as a percentage of our costs, based on usage, which is agreed upon by the parties.

(5) During fiscal 2005, we recorded interest income of $0.9 million on related party notes receivable prior to the notes
being converted and then subsequently offset against related party trade payables (see below).

Balance Sheet

The following amounts are outstanding with respect to the related party activities described above (in thousands):

March 31,

2006 2007
Due from/(Due to} — current

Atari Europe (2).... 4,054 280
Eden Studios (3).... (2,235) (595)
Paradigm (3)..ccoevviiriieennenn (721) -
Atari Melbourne House (3).. (434) -
Atari Studio Asia (3)......... -- (401)
Humongous, Inc. (4)..... (2,341) {2,218)
ALETE INTELBCHIVE {5).eiurrmmie oot scconmt s rsrs e eesms s st st (3,704) (992)
Other miscellaneous NEt TECEIVADIES ... iiurcoeeeere e s s ettt s 553 1516
Net due to related parties — current $ (5571 & .(3904)
Due frem/(Due 10) — long-term

Alari Interactive (see Atari Trademark License BElOW). ..ot - (1.912)
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Net dus to related parties $ {5571) S$_ (5816)

The current balances reconcile to the balance sheet as follows (in thousands):

March 31,
2006 2007
DUE TOM FEIAEA PATLIES «...vv.oecereereencrereracreensect e secsetsecses st st seesnt s snnsesstsbatbo b ses s s besinsssnsees B 4692 § 1,799
DUE 10 TElAIEA PAMIES c.ucvecriicrsiiasiirniireirs e sessrsssssss e sesarssnsems e sssase e sssemmse s penrsen e b amnesaas et s s emennnrs (10.263) {5.703)
Net dus to related parties - curren § (5571 $£._ (3.904)

(1) Balances comprised primarily from the management fees charged to us by IESA and other recharges of cost incurred
on our behalf. ‘

(2) Balances comprised of royalty income or expense from our distribution agreements with IESA and Atari Europe
relating to properties owned or licensed by Atari Europe.

(3) Represents net payables related to related party development activities. (Note: Paradigm and Atari Melbourne House
were sold to third parties in the first and third quarters, respectively, of the current fiscal year. Balances due to Atari
Melbourne House as of March 31, 2007 were transferred to Atari Studio Asia.)

(4) Represents distribution fees owed to Humongous, Inc., a related party, related to sale of their product, as well as
liabilities for inventory purchased.

(5) Comprised primarily of royalties owed to Atari Interactive, offset by receivables related to management fee revenue
and production and quality and assurance testing services revenue earned from Atari Interactive.

Related Party Notes Receivable

During fiscal 2005, we maintain several notes receivable from related parties on which we recorded interest income.
In November 2004, the balance of the notes were transferred to a secured promissory note, which also bore interest at the
prime rate plus 3.25% was secured by 200,000 shares of our common stock owned and pledged as collateral by Atari
Interactive and by the rights, as owner, to the “Atari” trademark and the “Fuji” logo in North America. The secured
promissory note altowed for the netting of sums currently due to us with IESA and several of its subsidiaries. During fiscal
20035, this right of offset was exercised, and as of March 31, 2005, there was no remaining balance on the Secured Note and
all rights to the collateral had been released.

Atari Trademark License

In May 2003, we changed our name to Atari, Inc. upon obtaining rights to use the Atari trademark through a license
from IESA, which IESA acquired as a part of the acquisition of Hasbro Interactive Inc. (“Hasbro Interactive™). In connection
with a debt recapitalization in September 2003, Atari Interactive extended the term of the license under which we use the
Atari name and logo to ten years expiring on December 31, 2013.  We issued 200,000 shares of our common stock to Atari
Interactive for the extended license and will pay a royalty equal to 1% of our net revenues during years six through ten of the
extended license. We recorded a deferred charge of $8.5 million, which was being expensed monthly and which became
fully expensed during the current period. The monthly expense was based on the total estimated cost to be incurred by us
over the ten-year license period. Upon full amortization of the deferred charge, we began recording a long-term liability at
$0.2 million per month, to be paid to Atari Interactive beginning in year six of the term of the license. During the years
ended March 31, 2005 and 2006, we recorded expense of $3.3 million and $3.1 million, respectively, recorded against the
deferred charge. During the year ended March 31, 2007, we recorded expense of $2.2 million, with $0.3 million expensed
against the deferred charge that remained at March 31, 2006, and the remainder of the expense recorded in due to related
party — long term. As of March 31, 2007, $1.9 million relating to this obligation is included in due to related party — long
term.
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Issuance of Common Stock to Related Parties

In the second quarter of fiscal 2006, we entered into two transactions with our majority stockholder, IESA, to settle
certain outstanding related party balances through the issuance of an aggregate of 614,505 shares of our common stock.

«  Related Party Payables

On September 15, 2005, we and TESA entered into an Agreement Regarding Issuance of Shares (“Related Party
Share Issuance”) for 488,153 shares of our common stock. These shares represent payment for development costs incurred
and other net trade payables that have been incurred in the ordinary course of business due to IESA and several of its
subsidiaries. The common stock issued to IESA was valued at $13.00 (market price at the date of the agreement) per share
and paid $6.4 million of related party invoices.

e Senlement of Indebtedness

On September 15, 2005, we, IESA (and all of its subsidiaries) and Atari UK entered into the GT Interactive UK
Settlement of Indebtedness Agreement (“Settlement of Indebtedness™) whereby we issued 126,351 shares of our common
stock in payment of a $1.6 million loan owed by a dormant Atari subsidiary to an IESA subsidiary. The common stock
issued to IESA was valued at $13.00 per share (market price at the date of the agreement).

Related Party Transactions with Employees or Former Employees
e Compromise Agreement with Martin Lee Edmondson

On August 31, 2005, pursuant to a Compromise Agreement executed on August 12, 2005 between us, Reflections,
and Martin Lee Edmondson, a former employee of Reflections, we issued 155,766 shares to Mr. Edmondson as part of the
full and final settlement of a dismissal claim and any and all other claims that Mr. Edmondson had or may have had against
us and Reflections, except for personal injury claims, accrued pension rights, non-waivable claims, claims to enforce rights
under the Compromise Agreement, and claims for financial compensation for services rendered (if any) in connection with
our game Driver: Parallel Lines. The share issuance was valued at $2.1 million and the issuance was recorded as a reduction
of royalties payable. The Compromise Agreement also included a cash payment of $2.2 million paid in twelve equal
instaliments beginning on September 1, 2005, as weil as a one time payment of $0.4 million payable on September 1, 2005.
The expense related to this settlement was fully recorded during fiscal 2005, As of March 31, 2006, the remaining liability
due to Mr. Edmondson was $0.9 million and was included in liabilities of discontinued operations. During fiscal 2007, the
remaining balance was fully paid, and Reflections was sold to a third party (Note 19). As of March 31, 2007, no balance
remains outstanding related to this liability.

s Consultation Agreement with Ann Kronen

On November 8, 2006, we entered into a Consulting Agreement with Ann E. Kronen, a member of our Board of
Directors {the “Kronen Agreement”). The term of the Kronen Agreement commenced effective August 1, 2006 and ends on
March 31, 2007, with automatic one year extensions unless terminated on thirty days notice prior to the end of the current
term. Pursuant to the Consulting Agreement, Ms. Kronen will provide (i) product development, and (ii} business
development and relationship management services on behalf of us, for which she will be compensated in monthly payments,
and reimbursement for any reasonable and pre-approved expenses incurred in connection with such services. During fiscal
2007, we recorded approximately $0.1 million of expense related to this agreement,

e Purchase of iFone by Glu Mobile

During fiscal 2006, we recorded license income from two parties, iFone and Glu Mobile. A member of our Board of
Directors, Denis Guyennot, was a consultant for iFone, and a former member of our Board, David Ward, is the Chairman of
the Board of iFone: thercfore iFone was treated as a related party, with license income included in net revenues and royalties
receivable included in due from refated parties (see above). In April 2006, iFone was purchased by Glu Mobile, and
additionally, Mr. Guyennot is now the Chief Executive Officer of Glu Mobile’s activities in Europe, the Middle East, and
Africa. Therefore, Glu Mobile began to receive treatment as a related party in fiscal 2007. During the year ended March 31,
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2006, ticense income recorded from iFone and Glu Mobile was $0.4 million and $1.1 million, respectively. During the year
ended March 31, 2007, license income recorded from iFone/Glu Mobile was $3.0 million, of which $0.6 million is included
in loss from discontinued operations of Reftections Interactive Ltd. As of March 31, 2006, royalties receivable from iFone
and Glu Mobile were $0.4 million (included in due from related parties) and $0.5 million (included in prepaid expenses and
other current assets), respectively. As of March 31, 2007, receivables from iFone/Glu Mobile were $1.3 million.

s Related Party Allocation of Executive Resignation Agreement

On April 4, 2007, IESA entered into an agreement with Bruno Bonnell, its founder, CEO, and the Chairman of its
Board, under which Mr. Bonnell agreed to resign from his duties as a Director and CEO of IESA and from all the offices he
holds with subsidiaries of IESA, including Atari and its subsidiaries. Mr. Bonnell was also the Chairman of our Board, our
Chief Creative Officer and our Acting Chief Financial Officer, and previously had been our Chief Executive Officer. 1ESA
agreed to pay Mr. Bonnel a total of approximately 3.0 million Euros ($4.0 million), including applicable foreign taxes.
Management has determined that we have benefited from this separation, and that approximately $0.8 million of the
payments IESA made should be altocated to the benefit we received. Our consolidated statement of operations for the year
ended March 31, 2007 reflects a charge in this amount. As we are not obligated to make any payments, this amount has been
recorded as a capital contribution as of March 31, 2007.

NOTE 14 - DEBT
Credit Facilities
Guggenheim Credit Facility

On November 3, 2006, we established a secured credit facility with several lenders for which Guggenheim is the
administrative agent. The Guggenheim credit facility will terminate and be payable in full on November 3, 2009. The credit
facility consists of a secured, committed, revolving line of credit in an amount up to $15.0 million, which includes a $10.0
million sublimit for the issuance of letters of credit. Awvailability under the credit facility is determined by a formula based on
a percentage of our eligible receivables, The proceeds may be used for general corporate purposes and working capital needs
in the ordinary course of business and to finance acquisitions subject to limitations in the Credit Agreement. The credit
facility bears interest at our choice of (1) LIBOR plus 5% per year, or {ii) the greater of (a) the prime rate in effect, or (b) the
Federal Funds Effective Rate in effect plus 2.25% per year. Additionally, we are required to pay a commitment fee on the
undrawn portions of the credit facility at the rate of 0.75% per year and we paid to Guggenheim a closing fee of $0.2 million.
We may terminate or reduce the committed amount of the facility at any time, subject to payment satisfying certain
requirements and payment of a prepayment fee. Obligations under the credit facility are secured by liens on substantially all
of our present and future assets, including accounts receivable, inventory, general intangibles, fixtures, and equipment, but
excluding the stock of our subsidiaries and certain assets located outside of the U.S.

The credit facility includes provisions for a possible term loan facility and an increased revolving credit facility line
in the future. If such term loan is made, the early termination prepayment fee is no longer applicable. The credit facility also
contains financial covenants that require us to maintain enumerated EBITDA, liquidity, and net debt minimums, and a capital
expenditure maximum, As of March 31, 2007, we were not in compliance with all financial covenants; however, we have
received a waiver as of that date.

As of March 31, 2007, no borrowings were outstanding, and a nominal amount of interest was included in accrued
liabilities.
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HSBC Loan and Security Agreement

On May 13, 20035, we obtained a one year $50.0 million revolving credit facility (“Revolving Credit Facility™) with
HSBC, pursuant to a Loan and Security Agreement, to fund our working capital and general corporate needs. Loans under
the Revolving Credit Facility were determined based on percentages of our eligible receivables and eligible inventory for
certain peak seasonal periods. The Revolving Credit Facility bore interest at prime for daily borrowings or LIBOR plus
1.75% for borrowings with a maturity of 30 days or greater. We were required to pay a commitment fee of 0.25% on the
average unused portion of the facility quarterly in arrears and closing costs of approximately $0.1 million. The Revolving
Credit Facility contained certain financial covenants that required us to maintain enumerated EBITDA, tangible net worth,
and working capital minimums. In addition, amounts outstanding under the Revolving Credit Facility were secured by liens
on substantially all of cur present and future assets, including accounts receivable, inventory, general intangibles, fixtures,
and equiptnent and excluding certain non-U.S. assets.

On January 18, 2006, HSBC notified us that as a result of our default of certain financial covenants for the quarter
ended December 31, 2005, they would not extend further credit under our revolving credit facility. HSBC stated that,
without waiving any rights, it may in its sole discretion agree to review revised business plans or projections and make or not
make future advances under the facility, however, it would not do so on the basis of our business plans at that time. As of
March 31, 2006, we had no balance or letters of credit outstanding under the credit facility, and a nominal amount of interest
payable was included in accrued liabilities,

On May 31, 2006, the revolving credit facility with HSBC expired. As of such date, we had no obligations
outstanding under the credit facility.

GECC Senior Credit Facility

On November 12, 2002, we obtained a 30-month $50.0 million secured revolving credit facility (“Senior Credit
Facility”) with General Electric Capital Corporation (“GECC”) to fund our working capital and general corporate needs, as
well as to fund advances to Atari Interactive and Paradigm. Loans under the Senior Credit Facility were based on a
borrowing base comprised of the value of our accounts receivable and short-term marketable securities. The Senior Credit
Facility bore interest at prime plus 1.25% for daily borrowings or LIBOR plus 3% for borrowings with a maturity of 30 days
or greater. A commitment fee of 0.5% on the average unused portion of the facility is payable monthly and we paid $0.6
million as an initial commitment fee at closing. The Senior Credit Facility contained certain financial covenants and
originally named certain related entities, such as Atari Interactive and Paradigm, as guarantors. In addition, amounts
outstanding under the Senior Credit Facility were secured by our assets. The Senior Credit Facility expired on May 12, 2005.

NOTE 15 - COMMITMENTS AND CONTINGENCIES
Contractunl Obligations

As of March 31, 2007, royalty and license advance cbligations, milestone payments and future minimum lease
obligations under non-cancelabie operating and capital lease obligations were as follows (in thousands):

Contractual Obligations

Royalty and :
license Milestone Operating lease Capital lease

Fiscal Year advances (1) payments (2) obligations (3} obligations (4) Total

2008......cee $ 1,849 $ 3,764 $ 3,557 $ 75 8 9,245
2009, - e 3,024 12 3,036
2010 - -- 2,997 -- 2,997
2001 e -- - 2,937 - 2,937
W12 -- -- 2,822 - 2,822
Thereafter................ - -- 24,465 == 24,465
Total i 8 1849 3 3764 §_ 39802 $ __B7T 3 45502

(1) We have committed to pay advance payments under certain royalty and license agreements. The payments
of these obligations are dependent on the delivery of the contracted services by the developers.
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Litigation
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Milestone payments represent royalty advances to developers for products that are currently in
development. Although milestone payments are not guaranteed, we expect to make these payments if all
deliverables and milestones are met timely and accurately. Included in the total contractual obligations of
$3.8 million are payments of $0.3 million to be made to a related party development studio.

We account for our office leases as operating leases, with expiration dates ranging from fiscal 2008 through
fiscal 2022. There are future minimum annual rental payments required under the leases, including a
related party sublease with Atari Interactive, net of $1.6 million of sublease income to be received in fiscal
2008 and fiscal 2009. Leasehold improvements made at the beginning of or during a lease are amortized
over the shorter of the remaining lease term or the estimated useful lives of the assets. Rent expense and
sublease income for the years ended March 31, 2005, 2006, and 2007 is as follows (in thousands):

Year ended
March 31,
2005 2006 2007
Rent expense.........ouene. h 5622 § 4059 % 3,760
Sublease income............ 3 (708) 3% (5200 $§ {(653)

»  Renewal of New York Lease

During June 2006, we entered into a new lease with our current {andlord at our New York headquarters
for approximately 70,000 square feet of office space for our principal offices. The term of this lease
commenced on July 1, 2006 and is to expire on June 30, 2021. Upon entering into the new lease, our
current lease, which was set to expire in December 2006, was terminated. The rent under the new
lease for the office space is approximately $2.4 million per year for the first five years, increases to
approximately $2.7 million per year for the next five years, and increases to $2.9 million per year for
the last five years of the term. In addition, we must pay for electricity, increases in real estate taxes
and increases in porter wage rates over the term. The landlord is providing us with a one year rent
credit of $2.4 million and an allowance of $4.5 million to be used for building out and furnishing the
premises, of which $1.2 million has been recorded a5 a deferred credit as of March 31, 2007; the
remainder of the deferred credit will be recorded as the improvements are completed, and will be
amortized against rent expense over the life of the lease. A nominal amount of amortization was
recorded during the year ended March 31, 2007. We provided the landlord with a security deposit
under the new lease in the form of a letter of credit in the initial amount of $1.7 million, which has
been cash collateralized and is included in security deposits on our consolidated balance sheet.

(4) We maintain several capital leases for computer equipment. Per FASB Statement No. 13, “Accounting for

Leases,” we account for capital leases by recording them at the present value of the total future lease
payments. They are amortized using the straight-line method over the minimum lease term. As of March
31, 2006, the net book value of the assets, included within property and equipment on the balance sheet,
was $0.5 million, net of accumulated depreciation of $0.3 million. As of March 31, 2007, the net book
value of the assets was $0.1 million, net of accumulated depreciation of $0.5 million.

As of March 31, 2007, our management believes that the ultimate resolution of any of the matters summarized
below and/or any other claims which are not stated herein, if any, will not have a material adverse effect on our liquidity,
financial condition or results of operations. With respect to matters in which we are the defendant, we believe that the
underlying complaints are without merit and intend to defend ourselves vigorously.

Bouchat v. Champion Products, et al. (Accolade)

This suit involving Accolade, Inc. (a predecessor entity of Atari) was filed in 1999 in the District Court of Maryland.
The plaintiff originally sued the NFL claiming copyright infringement of a logo being used by the Baltimore Ravens that
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plaintiff atlegedly designed. The plaintiff then also sued nearly 500 other defendants, licensees of the NFL, on the same
basis. The NFL hired White & Case to represent all the defendants. Plaintiff filed an amended complaint in 2002. In 2003,
the District Court held that plaintiff was precluded from recovering actual damages, profits or statutory damages against the
defendants, including Accolade. Plaintiff has appealed the District Court’s ruling to the Fourth Circuit Court of Appeals.
White & Case continues to represent Accolade and the NFL continues to bear the cost of the defense.

Indigo Moon Praductions, LLC v. Hasbro, Inc., et al.

On August 12, 2005, Indigo Moon Productions, LLC (“Indigo Moon”) filed a lawsuit against Hasbro, Inc., Hasbro
Interactive, Atari Interactive, us and Infogrames, Inc. in the United States District Court in the Western District of Kentucky.
Indigo Moon alleges that on or about June 28, 2000, Indigo Moon and Hasbro Interactive, Inc. (n/k/a Atari Interactive)
entered into a Confidential Information Agreement for sharing information regarding the possibility of cooperating on the
production or exploitation of interactive games. Indigo Moon alleges that it provided Atari Interactive with designs and
concepts for a computerized version of Clue and that Atari Interactive represented that it would compensate Indigo Moon for
its work, but did not. Indigo Moon further alleges that in October 2003 Hasbro, Atari Interactive and/or Infogrames, Inc.
(n/k/a Atari) released a Clue FX Game and that in the spring of 2005 Hasbro, Atari Interactive and/or Infogrames, Inc.
released Clue Mysteries, each of which allegedly incorporates Indigo Moon’s work. Indigo Moon’s complaint alleges the
following specific causes of action: breach of express contract, breach of implied contract, promissory estoppel, quasi-
contract and unjust enrichment, breach of a confidential relationship and misappropriation of trade secret; and seeks
unspecified damages. Plaintiff has agreed to dismiss us from this case without prejudice and to proceed against the
remaining defendants. A Notice of Dismissal has been filed with the Court and Atari, Inc. has been dismissed from this case.

Ernst & Young, Inc. v. Atari, Inc.

On July 21, 2006 we were served with a complaint filed by Ernst & Young as Interim Receiver for HIP Interactive,
Inc. This suit was filed in New York State Supreme Court, New York County. HIP is a Canadian company that has gone into
bankruptcy. HIP contracted with us to have us act as its distributor for various software products in the U.S. HIP is alleging
breach of contract claims; to wit, that we failed to pay HIP for product in the amount of $0.7 million. We will investigate
filing counter claims against HIP, as HIP owes us, via our Canadian Agent, Hyperactive, for our product distributed in
Canada. Our answer and counterclaim were fited in August of 2006 and we initiated discovery against Emst & Young at the
same time. Settlement discussions commenced in September 2006 and are currently on-going.

Research in Motion Limited v. Atari, Inc. and Atari Interactive, Inc.

On October 26, 2006, Research in Motion Limited (“RIM™) filed a claim against us and Atari Interactive in the
Ontario Superior Court of Justice. RIM is seeking a declaration that (i) the game BrickBreaker, as well as the copyright,
distribution, sale and communication to the public of copies of the game in Canada and the United States, does not infringe
any Atari copyright for Breakout or Super Breakout in Canada or the United States, (ii) the audio-visual displays of Breakout
do not constitute a work protected by copyright under Canadian law, and (iii) Atari holds no right, title or interest in Breakout
under US or Canadian law. RIM is also requesting the costs of the action and such other relief as the court deems. Breakout
and Super Breakout are games owned by Atari Interactive. On January 19, 2007, RIM added claims to its case requesting a
declaration that (i) its game Meteor Crusher does not infringe Atari copyright for its game Asteroids in Canada, (ii) the audio-
visual displays of Asteroids do not constitute a work protected under Canadian law, and (iif) Atari holds no right, title or
interest in Asteroids under Canadian law. In August 2007, the Court ruled against Atari’s December 2006 motion to have the
RIM claims dismissed on the grounds that there is no statutory relief available to RIM under Canadian law. Atari is in the
pracess of appealing this decision.

NOTE 16 - EMPLOYEE SAVINGS PLAN

We maintain an Employee Savings Plan (the “Plan™) which qualifies as a deferred salary arrangement under
Section 401(k) of the Internal Revenue Code. The Plan is available to all United States employees who meet the eligibility
requirements. Under the Plan, participating employees may elect to defer a portion of their pretax earnings, up to the
maximum allowed by the Internal Revenue Service with matching of 100% of the first 3% and 50% of the next 6% of the
employee's contribution provided by us. Generally, the Plan's assets in a participant's account will be distributed to a
participant or his or her beneficiaries upon termination of employment, retirement, disability er death. All Plan
administrative fees are paid by us. Generally, we do not provide our employees any other post-retirement or post-
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employment benefits, except discretionary severance payments upon termination of employment. Plan cxpense
approximated $1.1 miilion, $0.6 million, and $0.2 million, for the years ended March 31, 2005, 20086, and 2007, respectively.

NOTE 17 — GAIN ON SALE OF DEVELOPMENT STUDIO ASSETS
Sale of Shiny Entertainment

In September 2006, we sold to a third party certain development assets of our Shiny studio for $1.8 millien. We
recorded a gain of $0.9 million, which represented the difference between the proceeds from the sale and the net book value
of the property and equipment sold. There was no allocation of goodwill to Shiny as a result of this sale, as it has been
determined that the Shiny studio did not constitute a business in accordance with FASB Statement No, 142, “Goodwill and
Other Intangible Assets.” The gain on sale is reflected on the face of our consolidated statements of operations for the year
ended March 31, 2007.

NOTE 18 - SALE OF INTELLECTUAL PROPERTY

In the fourth quarter of fiscal 2006, we entered into two separate Purchase and Sale Agreements with a third party to
sell and assign all rights, title, and interest in the Timeshift franchisc and other development projects in progress, along with
the development agreements with the current external developers for the creation of these games. The third party paid us a
total of $6.2 million as consideration for the sales. The amount was recorded as a gain on sale of intellectual property for the
year ended March 31, 2006.

In the first quarter of fiscal 2007, we entered into a Purchase and Sale Agreement with a third party to sell and
assign all rights, title, and interest in the Stuntman franchise, along with a development agreement with the current developer
for the creation of this game. The cash proceeds from the sale were $9.0 million, which was recorded as a gain on sale of
intellectual property during the year ended March 31, 2007.

NOTE 19 - DISCONTINUED OPERATIONS
Sale of Humongous and Discontinued Operations Treatment

In the fourth quarter of fiscal 2005, following the guidance established under FASB Statement No. 144 “Accounting
for the Tmpairment or Disposal of Long-Lived Assets,” management committed to a plan to divest of Humongous. During
the second quarter of fiscal 2006, selected Humongous assets were sold to our majority stockholder, IESA in exchange for
4,720,771 of their shares valued at $8.3 million. Humongous’ book value approximated $4.7 million and consisted primarily
of intellectual property, existing inventory, license rights, and an allocation of goodwill of $3.8 million. The difference of
approximately $3.6 million between the sale price and the Humongous® book value was recorded to additional paid-in
capital, as no gain can be recorded on sales of businesses with entities under common control.

Additionaily, IESA advanced approximately $2.0 million, totaling 1,119,390 of their shares, for certain future costs
related to platform royalty advances, manufacturing costs and milestone payments that we have subsequently paid on behalf
of Humongous, Inc. In the aggregate, we received 5,840,161 shares of IESA (“[ESA Shares™).

In connection with the above transactions, on August 22, 2005, we and IESA entered into an agreement, pursuant to
which we agreed to cooperate with regard to the sale of some or all of the IESA Shares received. Therefore, in September
20035, the IESA Shares were sold for $10.1 million and we realized a loss of $0.2 million included in other income (expense)
as part of net loss in the nine months ended December 31, 2005. We did not incur any additional expenses in conjunction
with this transaction.

Immediately following the sale, we entered into a Distribution Agreement, dated as of August 22, 2003, (the
“Humongous Distribution Agreement”), with Humongous, Inc. (formerly Humongous), a newly formed whotly-owned
subsidiary of IESA, under which we were to be the sole distributor in the US, Canada, and Mexico of products developed by
Humongous, Inc. This agreement had a term through March 31, 2006, with an option to extend threugh March 31, 2007, at
the discretion of Humongous, Inc. Aithough this distribution agreement was expected to generate continuing cash flows
from the distribution of their product, it was expected that IESA would have sold Humongous, Inc. to a third party within
twelve months from the disposal date of August 22, 2005. During the current period, we have determined that, while
Humongous is expected to be sold, the potential buyer has requested us to continue to distribute Humongous, Inc.’s products
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beyond the assessment period ending August 22, 2006, and therefore will not eliminate our significant continuing
involvement. Therefore under guidance established under FASB Statement No. 144, we no longer qualify to consider
Humongous a discontinued operation and have reclassified its results back to continuing operations and its assets and
liabilities as held and used beginning in our Annual Report on Form 10-K for the year ended March 31, 2006.

Sale of Reflections

In August 2006, we sold to a third party the Driver intellectual property and certain assets of Reflections for $24.0
million. We maintained sell-off rights for three months for all Driver products, excluding Driver: Parallel Lines, which we
maintained until the end of the third quarter of the current fiscal year. The tangible assets included in the sale were property
and equipment only. Goodwill allocated to Reflections was $12.3 million. During the second quarter of fiscal 2007, we
recorded a gain in the amount of the difference between the proceeds from the sale and the net book value of Reflections’
property and equipment and the goodwill allocation. The gain recorded was approximately $11.5 million, and was included
in (loss) from discontinued operations of Reflections (see below).

e Balance Sheets

At March 31, 2006 and 2007, the assets and liabilities of Reflections are presented separately on our consolidated
balance shests. The balances at March 31, 2007 represent assets and liabilities associated with Reflections and the Driver
franchise that were not included in the sale. Management’s intent is to divest itself of the remaining assets and liabilities
associated with Reflections’ office lease over the next six months. The components of the assets and liabilitics of
discontinued operations are as foltows (in thousands):

March 31, 2006 arch 31, 2007

Assets:

L0, 11| VOOV b 438 % -

INVENOLIes, NEL.uiiieiieriieiarsinsrrrersreseesemeeeesenas 574 -

Prepaid expenses and other current assets .... 1,222 310

Property and equipment, net.............cceunivs 251 -

OLhEr AS5E1S 1.veveeree et 464 335
TOtA] ASSELS.....cuoviviirerrirancrran e senerms e ssiseasr e 5 2949 % 645
Liabilities:

Accounts payable...........comerrerisnires $ 874 § -

Accrued Habilities ..o ircerneneroerererenines 731 --

Royalties payable. ... 1413 -
Total Habilites .........cccocoeieeesiarereresmeserreseesnsnees 5 3018 % ==

o Results of Operations

As Reflections represented a component of our business and its results of operations and cash flows can be separated
from the rest of our operations, the results for the periods presented are disclosed as discontinued operations on the face of
the consoliclated statements of operations. Net revenues and income (loss) from discontinued operations, net of tax, for the
year ended March 31, 2005, 2006, and 2007, respectively, are as follows (in thousands):

Year Ended
March 31,
2005 2008 2007
NEt TEVENUES ...voeeenrnernenssrmrneseecstnssessrssssassssrossosss B 63976 §$ 11,865 5 (630)

Incotne (loss) from operations of Reflections
Interactive Lid......cccocovincccnnninsnncanniins 30,263 (5.611) (7,038)
Gain on sale of Reflections Interactive Lid................ -- --

11,472
Income (loss) before provision for income taxes
from discontinued operations of Reflections
Tnteractive Ltd........ooooreee e rrmsesrenene 30,263 (5,611) 4,434
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Provision for income taxes .. 9,716 - 1,359
Income (loss) from dlscommued operalmns of
Reflections Interactive Ltd .. h) 20,547 h (5,611) h) (3,125}

NOTE 20 - RESTRUCTURING

During the fourth quarter of fiscal 2005, following the guidance established under FASB Statement No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities,” management announced a restructuring plan to
strengthen our competitive position in the marketplace as well as enhance shareholder value, During the years ended March
31, 2005 and 2006, we recorded restructuring expenses of $4.9 million and $8.9 million, respectively, which include the
termination of several key executives as well as severance and other charges related to the closing of the Beverly, MA, and
Santa Monica, CA, publishing studios and the transfer of all publishing operations to the New York office. Also included in
this charge for fiscal 2006, in accordance with FASB Statement No. 146, is the present value of all future lease payments,
less the present value of expected sublease income to be recorded, primarily for the Beverly and Santa Monica offices, as
well as costs related to employee terminations at our New York headquarters that took place in the fourth quarter of fiscal
2006. In fiscal 2007, restructuring expenses of $0.7 million consisted primarily of true ups to the present value of all future
lease payments and sublease income recorded in fiscal 2006, as required by FASB Statement No. 146, as well as additional
severance and miscellaneous charges. The charge for restructuring is comprised of the following (in thousands):

Years Ended
March 31,
2005 2006 2007
Severance and retention eXpenses............ $ 4,219 $ 4,907 h) 87
Lease related COSIS...coinrinrcenrenrerrinerenns - 1,615 595
Relocation... - 447 --
Fixed asset wrltc oﬂ's ............. -- 434 --
Modification of stock options... 596 404 -
Consultants............cooeeevimrervssessrssmseresnes - 358 -
Miscellaneous COSIS...........oveinremrenmnrenns 117 702 27
B LT L O h 4,932 h 8.867 b 709

We expect to incur a nominal amount of costs in fiscal 2008 related to management’s 2005 restructuring plan,
primarily refated to the present value lease true ups. Additionally, in the first quarter of fiscal 2008, management announced
a new plan to reduce our total workforce by 20%, primarily in general and administrative functions, which will result in a
charge of approximately $0.8 million to $1.1 million to be recorded in fiscal 2008 (see Note 22),

The following is a reconciliation of our restructuring reserve from inception through March 31, 2007 (in thousands):

Balance at Cash pavments, Balance at
March 31, 2004 Accrued Amounts Reclasses net March 31, 2005
Short term
Severance and retention........cocecervcrreee 3 - $ 4,167 $ - 3 (2,362) $ 1,805
Miscellaneous costs.......... - 117 - (7 80
TOAL oo ecemettreter st sr s renars s rsrrssereene -- 4,284 - (2,399 1,885
Long term
Severance and retention.........oereceecerecrens - 52 - - 52
FOALL . cvovemrvrresvnsrrsriasrsessaeseseseseescnrmemsrsrens == 52 == -- 52
TOtALuiiesiiv v seseesreeeenes B - b 4336 & - 3 (2,399 b 1,937
Balance at Cash payments, Balance at
March 3], 2005 Accroed Amonnts Reclasses net Maych 31, 2006
Short term
Severance and retention.....cu.eervecrcernee $ 1,805 $ 4907 § 52 % (4878) § 1,886
Lease related costs... v - 1,615 (56) (1,314) 245
Relocation.........coeeiierininssinnsins - 447 - CLY)] -
Consulants .........cceveeeiminiisesiosnsnas -- 358 -- (358) -
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Miscellancous CostS ..o iveeeeveereeceeninns 80 702 - {750}

TOAY 1 overeverrirreeseceneseeesemsnee s seerssememresessene 1,885 8,029 “@ (7,747) 2,163

Long term

Severance and retention........c..coovvernennnnne 52 -- (52) -

Lease related costs. - - 56 .=

Total 52 - 4 -

TOMAL...evecerrersiereersserreesnsreoerenssssensioneneesies B 1937 $ 3,029 3 - & (1,747) § 2219

Balance at Cash payments, Balance at

March 31, 2006 Atcrued Amonnts Reclasses net a 1, 2007

Short term

Severance and retention........ccooceevccereens 3 1,886 $ 87 $ - 3 (1,973) 3

Lease related costs.... 245 595 53 (839)

Miscellaneous costs.. 32 27 - (59)

TOtAl..cvenc et 2,163 709 53 (2,871}

Long term

Lease related 2osts ..o vvnivvinnenniencnnns 36 - (53) —

Total e 56 -~ (53) =

TOtAlcrvicrerrsssrsserersresssrsresmrercsrreenes 8 2219 709 §$ - £ (2811 % 57

During the years ended March 31, 2005 and 2006, the charges of $0.6 million and $0.4 million, respectively, for the
modification of stock options were recorded as part of the termination agreement with certain employees as an increase to
additional paid-in capital, and during the year ended March 31, 2006, the charge of $0.4 million for fixed asset write offs was
recorded as a decrease to property and equipment, net.

NOTE 21 - OPERATIONS BY REPORTABLE SEGMENTS AND GEOGRAPHIC AREAS

We have three reportable segments: publishing, distribution and corporate. During the first quarter of the prior fiscal
year, publishing was comprised of two studios located in Santa Monica, California, and Beverly, Massachusetts. As part of
our restructuring plan, the Beverly studio was closed in the first quarter of fiscal 2006 and the Santa Monica studio was
closed in the second quarter of fiscal 2006; all publishing operations have been transferred to the New York office.
Distribution constitutes the sale of other publishers’ titles to various mass merchants and other retailers. Corporate includes
the costs of senior executive management, legal, finance, and administration. The majority of depreciation expense for fixed
assets is charged to the corporate segment and a portion is recorded in the publishing segment. This amount consists of
depreciation on computers and office furniture in the publishing unit. Historicaily, we do not separately track or maintain
records, other than those for goodwill (all attributable to the publishing segment during all periods presented, and fully
impaired as of March 31, 2007) and a nominal amount of fixed assets, which identify assets by segment and, accordingly,
such information is not available.

The accounting policies of the segments are the same as those described in the summary of significant accounting
policies., We evaluate performance based on operating results of these segments. There are no intersegment revenues.

The results of operations for Reflections are not included in our segment reporting below as they are classified as
discontinued operations in our consclidated financial statements. Prior to its classification as discontinued operations, the
results for Reflections were part of the publishing segment.

Our reportable segments are strategic business units with different associated costs and profit margins. They are

managed separately because each business unit requires different planning, and where appropriate, merchandising and
marketing strategies.
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The following summary represents the consolidated net revenues, operating income (loss), depreciation and
amortization, and interest expense, net, by reportable segment for the years ended March 31, 2005, 2006, and 2007 (in

thousands):
Publishing
Year ended March 31, 2005:
INEE TEVENUES ...eoovetees e ssss st ene s e S 289,636
Operating income (1088) (1) .eovvrerceveriviannnns 6,894
Depreciation and amortization.............cevune. (2,646)
Interest EXpense, Net......ieiieeerreeerecrenners --
Year ended March 31, 2006;
INEETEVENUES ...covvtsiecnersisesseiissa st e eeseennes 3 153,598
Operating (loss) income (1) (2) c.cvoevevveeeereeenn. (22,054)
Depreciation and amortization...............ceuuee. (1,875)
Interest EXpense, NEl ... eocesereereeeeceenecnns -
Year ended March 31, 2007:
INEE FEVERUES covvveeceereernees e rnensseess s srassreans 3 104,650
Operating (loss) income (1) (2) (3).ocviverinnnns (52,003)
Depreciation and amortization......................., (517

Interest iNCOME, NEL ..o -

$

$

$

ibuti Corporate Total
54201 § - % 343,837
13,150 (39,082) (19,038)
- 4,312) (6,958)
- (459) (459)
53,198 % -- 206,796
2,052 (34,108) (54,110)
- (3,327 (5,202)
- (595) (595)
17,635 § - § 122,285
1,145 (26,077) (76,935)
- (2,451) (2,968)
139 162 3N

(1) Operating (loss) for the Corporate segment for the years ended March 31, 2005, 2006, and 2007 excludes
restructuring charges of $4.9 million, $8.9 million, and $0.7 million, respectively. Including restructuring charges,
total operating loss for the years ended March 31, 2005, 2006, and 2007 is $24.0 million, $63.0 million, and $77.6

million, respectively.

(2) Operating (loss) for the publishing segment for the year ended March 31, 2006 includes a gain on the sale of
intellectual property of $6.2 million, and for the year ended March 31, 2007 includes a gain on the sale of
inteilectual property of $9.0 million and a gain on the sale of development studio assets of $0.9 million.

(3) Operating (loss) for the publishing segment for the year ended March 31, 2007 includes impairment of goodwill of

$54.1 million.

Net revenues by product are as follows (in thousands):

Publishing net product revenues:
Console
PlayStation 2......cccovveveeinsiieesitiemceceecrenseensserees st seeeeeass
XBOX F60 ..ottt e st
Nintendo Wil ..cccoecveeecrinireini e e,
Plug and play ..o anees
Xbox

PlayStation........cocoooecriirninnnr e sestsae e vessrseneses
Total CONSOIE ...ovverireen ettt s s esens

Handheld
PlayStation Portable ... incnnencsinssnenas
Game Boy Advance .........
NIntendo DS ...ccooviriereneeereinvescercsanaressssesesree s sasssseseens
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2003 2006 2007
97931t § 45438 § 31,047
-- - 10,582
- -- 7,346
15,519 11,904 2,449
23,279 12,544 262
14,181 2,304 175
2,943 - —
153,853 72,190 51,861
- 2,688 6,647
34,784 8,576 3,410
2,141 2,688 1,749




March 31,

2005 2006 2007

Game Boy Color..... i e -- == -
Total handheld.......vevveeeeereeeieeceeereresrr e enense 36,925 13,952 11,806

POttt eras s sne ettt 76,792 41,857 23,788
Total publishing net product revenues ........coeevoeeeeeereeenns 267,570 127,99% 87,455
International royalty income (Note 13) ..., 2,520 13,521 5,243
Licensing and other income............ovvcoicciisimisniamennn. 19,546 12,078 11,952
Total publishing net revenues ........oeeiovsnneners e, 289,636 153,598 104,650
Distribution NEL FEVENUES ..........coverinireresessreserensrseerenssssaesinens 54,201 53,198 17,635
TOtal NEL TEVENUES .....vvvvreververreeesracesnresessresrenarsarassaseseereseresoseas § 343837 3§ 206796 § 122285

Infortnation about our operations in the United States and Europe (revenue based on location product is shipped

from) for the y

Year

Year

Year

(1

@

€)

@

ears ended March 31, 2005, 2006, and 2007 are presented below (in thousands):

United

States Eaurope Total
ended March 31, 2005:
Net 1EVENUES (1) 1vunriierrereereee e sese s $ 343837 % - § 343837
Operating (1085} (2) .ocoovv i i (13,573) {10,397) (23,970)
Capital expenditures (3).....cc.oovremecriicncninninsnninn 1,861 268 2,129
Total 85515 {4) ..cueueeeciceirierarerier e as s 187,370 2,669 190,039
ended March 31, 2006:
Net revenues (1} .o $ 206,796 - § 206,796
Operating (1088) (2) .cvvvorevrrorerenrere e eneenerermsissaisness (51,713) (11,264) (62,977)
Capital expenditures (3)...cevrevrmerenrermissiosssisssnissins 2,305 224 2,529
Total @SSts (4) ......ccoiiirerrirrerarereees s sesssessssasisnnnes 141,361 2,309 143,670
ended March 3t, 2007:
Net rEVENUES (1) iveerinrrrssrsreesenmsisssessssnseeseseninenes 122,285 - 5 122285
Operating (loss8) (2} ....oocconnrinnan (74,873) (2,771) (77,644)
Capital expenditures (3} 837 8 845
Total 25515 (4) vcoveeree et ssrsaanes 42,049 770 42,819

United States net revenues include royalties on sales of our product sold internationally. For the years ended
March 31, 2005, 2006, and 2007 the royalties were $2.5 million, $13.5 million, and $5.2 million,
respectively.

Operating income (loss) for Europe for the years ended March 31, 2005, 2006, and 2007 includes operating
expenses of $10.4 million, $11.5 million, and $4.7 mitlion, respectively, for the Reflections studio, which was
sold to a third party in the second quarter of fiscal 2007 (Note 19). These expenses are included in income
(loss) from discontinued operations for each period presented.

Capital expenditures for Europe for all periods presented are property and equipment purchases for the
Reflections studio, which is presented as a discontinued operation for all periods presented, and was sold to a
third party in the second quarter of fiscal 2007 (Note 19).

Total assets for Europe for the years ended March 31, 2005, 2006, and 2007 include assets of $2.2 million,
$2.1 million, and $0.6 million, respectively, for the Reflections studio, which was sold to a third party in the
second quarter of fiscal 2007 (Note 19). These assets are included in assets of discontinued operations for
each period presented.
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NOTE 22 - SUBSEQUENT EVENTS

Restructuring

On May 1, 2007, we announced a plan to reduce our total workforce by approximately 20%, primarily in general
and administrative functions. This plan was approved by the Board of Directors on April 10, 2007 and communication to
employees was completed on April 30, 2007. We expect to complete the workforce reductions by July 31, 2007. We
anticipate recording a restructuring reserve during our fiscal 2008 first quarter to reflect severance packages of approximately
$0.8 million to $1.1 million. We expect payments regarding the severance packages to extend through the first quarter of
fiscal 2009.

NOTE 23 — STAFF ACCOUNTING BULLETIN NO. 108

In September 2006, the SEC released SAB No. 108, “Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial Statements.” SAB No. 108 permits us to adjust for the cumulative
effect of errors relating to prior years, not previously identified, in the carrying amount of assets and liabilities as of the
beginning of the current fiscal year, with an offsetting adjustment to the opening balance of retained earnings in the year of
implementation. SAB No. 108 also permits us to correct the immaterial effects of these errors on fiscal 2007 quarters the
next time we fite these prior period interim financial statements on Form 10-Q. As such, we do not intend to amend
previously filed reports with the SEC. In accordance with SAB No. 108, we have adjusted our opening retained earnings for
fiscal 2007 and the unaudited quarterly financial data for the first three quarters of fiscal 2007, presented in Note 25, for the
effects of the errors described below. We consider these errors to be individually and collectively immaterial to prior periods.

o Inventory Write-off related to the lower-of-cost or market adjustment

During our year end financial closing, we determined that in previous periods we did not properly record a lower-of-
cost-or-market adjustment to our inventory. As such, we have written off inventory based on facts and
circumstances known and available at March 31, 2006 and prior. This inventory write-off of $0.7 million decreases
the balances in opening retained earnings and inventory as of April 1, 2006, as presented in the table below.

o Deferred Tax Liability
During our year end financial closing, we determined that we had not established a deferred tax liability for the

deferred tax consequences of a temporary difference that arose from a difference in the book and tax basis of
goodwill. As such, we have adjusted our opening retained earnings for fiscal 2007.

Inventory Deferred Tax

Write-off Liability Total
Cumulative effect on inventory as of April 1, 2006 .. $ (7135) §$ - 3 (735)
Cumulative effect on long-term deferred tax hablhty as of Apnl 1 2006 - 8 (2,123 3 (2,123)
Cumulative effect on retained eamings as of April 1, 2006 ..........cccvviiiiiiinins $ (735) % 2,12 3 (2,858)

NOTE 24 - RESTATEMENT

We identified an error following the issuance of the fiscal 2005 and 2006 consolidated financial statements related to
the presentation of financing activities within our consolidated statements of cash flows. We failed to present separately the
gross borrowing and repayments under third party credit facilities with maturities of greater than 3 months. The gross
borrowing and repayments were $263.2 million and $263.2 million, respectively in 2005 and $157.6 million and $157.6
million, respectively in 2006,
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NOTE 25— UNAUDITED QUARTERLY FINANCIAL DATA AND RESTATEMENT

Surnmarized unaudited quarterly financial data for the fiscal year ended March 31, 2006 is as follows (in thousands,
except per share amounts):

June 30, September 30, December 31, March 31,
2005 2085 2003 2006

NEL FEVEIUES ..o e e teeeeieserssa s b sanssebe et sanrasassessees $ 23,877 $ 38,358 $ 99982 $ 44,579
Operating (lo<s) (30,099) (22,072) (2,245) (8,561)
(Loss) income from contmumg operatmns - (30,138) (22,331) (2,348) (8,558)
(Loss) income from discontinued opemtmns of Reﬂectlons

Interactive Ltd, net 0f tAX ..occvveeerieeecr v evens e (2,679) (2,880) (2,413) 2,361
Net (loss) (32,817 (25,211) (4,761) (6,197)
Basic and diluted (loss) from continuing operations per

share............... e 3 249 $ (181 $ 017 3 (0.66)
Basic and diluted (Ioss) from dlscontmued opcratlons of

Reflections Interactive Lid, net of tax, per share ...........ceu. $ 022) $ 023) $ 0.18) 3 0.18
Basie and diluted net (loss) per share.....ccoooeeevccncniccnienn. 3 @i s 204 $% 035 % (0.48)
Weighted average shares outstanding — basic and diluted........ 12,130 12,377 13,475 13,476

Summarized unaudited quarterly financial data for the fiscal year ended March 31, 2007 is as follows (in thousands,
except per share amounts):

June 30, September 30, December 31, March 31,
2006 2006 2006 2007
{Revised) (Revised and (Revised and
Restated} Restated)
Net revenues .. h 19,4714 S 28,588 $ 47277 $ 26,946
Operating (lo'.s) income . - (4,713) (9,623) 1,711 (65,019)
(Loss) income from contmumg opcratlons . 4,759 4,477) 1,082 (58,432)
(Loss) income from discontinued operations of Reflections
Interactive Ltd, net 0f taX ...ccovvveciniencnennnrsisseresssesscnenes (2,537 4,410 (1,727) (3,271}

INEL (I088).eetriecer ittt st s sen s b (7,296) (6T (645) (61,703}

Basic and diluted (loss) income from continuing opcrations

per share... - SOV (035 $ 03 3 008 $ 4.33)
Basic and dtlutcd (loss) income from dlscontmued

opetations of Reflections Interactive Ltd, net of tax, per

share ...occoveenen. $ 019 3 032 % 0.13) % 0.24)
Basic and dl]uted net (loss) pcr share 5 054 $ (001 § (0.05) § .57
Weighted average shares outstanding — basic and diluted........ 13,477 13,478 13,478 13,478

During the fourth quarter of fiscal 2006, we sold certain of our intellectual properties to a third party for a total of
$6.2 million, which was recorded as a gain on sale {(Note 18). Additionally, we recorded additional price protection
allowances of $4.2 million in connection with an aggressive pricing plan implemented in the first quarter of fiscal 2007.

During the first quarter of fiscal 2007, we sold a certain intellectual property to a third party for proceeds of $9.0
million, which was recorded as a gain on sale (Note 18).

During the second quarter of fiscal 2007, we sold to a third party Driver intellectual property and certain assets of
Reflections for $24.0 million, recording a gain of $11.5 million, included in income from discontinued operations of

F-38




Reflections Interactive Ltd, net of tax (Note 19). Additionally, in the second quarter of fiscal 2007, we sold to a third party
certain development assets of Shiny for $1.8 million and recorded a gain of $0.9 million, which represented the difference
between the proceeds from the sale and the net book value of the property and equipment sold (Note 17).

During the fourth quarter of fiscal 2007, we recorded an impairment charge on our goodwill of $54.1 million (Note
6).

The per share amounts are calculated independently for each of the quarters presented. The sum of the quarters may
not equal the full year per share amounts.

Restatement of Loss from Continuing Operations and (Loss) Income from Discontinued Operations

In the fourth quarter of fiscal 2007, we identified an error in the way we previously accounted for income taxes.
Paragraph 38 of FASB Statement No. 109, “Accounting for [ncome Taxes,” provides guidance on the process by which an
entity should allocate the total tax provision or benefit to the various components of the income statement, including
continuing and discontinued operations. The method prescribed by Paragraph 38 computes the total tax provision or benefit
for all items of income and expense and then separately computes the tax provision or benefit for continuing operations. The
difference between these two computations is allocated among the remaining categories.  Paragraph 140 provides an
exception to the general rule under Paragraph 38 by stating that all categories should be considered for purposes of
determining the amount of tax benefit that results from a loss from continuing operations and that should be allocated to
continuing operations. This analysis should be done on a jurisdictional basis to ensure that the loss from continuing
operations can properly offset income or gain from other categories in compliance with the appropriate tax law.

In our second quarter of fiscal 2007, we realized a gain from our domestic discontinued operations as a result of the
sale of certain US intellectual property. We failed to consider the proper tax accounting consequences of this transaction by
benefiting the cumulative second quarter of fiscal 2007 loss from continuing operations for the effect of the gain in domestic
discontinued operations. The recording of a benefit would be appropriate in this instance, under the guidance of Paragraph
140, because such domestic loss would offset the domestic gain generated in discontinued operations. An adjustment to the
third quarter fiscal 2007 tax accounts was also necessary as income and loss from the respective categories fluctuated during
the third quarter and therefore impacted the cumulative tax benefit and detriment required to be accrued.

Accordingly, our previously reported unaudited quarterly information has been revised and restated to reflect
adjustments related to the errors in accounting for income taxes as discussed above and the adoption of SAB No. 108,
“Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements,” as discussed in Note 23.

A summary of the effects is as follows (in thousands):

As Reported Restatement SAD No, 108 As Revised and

As of and for the Three Months Ended June 30, 2006 Adjustment Adjustment Restated
Long-term deferred tax RabiliEY ... ivenresrreeeecenscesrecesscreeeesmmeessicssictissinss 9 - 3 - 5 2,305 % 2,305
(Loss) before provision for INCOME LAXES .......ocoremirrrceemecnrecsesscnissinsisinens 9 @57 $ - $ - 5 (4,577
Provision for income taxes.........coeerirernecnne -= == 182 182
(Loss) from continuing operations (4,577) - 182 (4,759)
(Loss) from discontinued operations of Reflections Interactive

LA, NEE OF AN oo et vesent st st sessn s st samr s aass s s sepessarass e smasnts (2,537) -- -- {2.537)
INEL (I0S8) .. rvvrvvens rerenmsmsnessenesssesemeceaseessseaseresssemssest sestemssiss amssamsessssarsesssrsossssernenss | 8 (7114) % - 3 182 § (2,296)

Basic and diluted net {loss) per share (1):
{Loss) from continuing operations................ SV 1 0.34) % - 5 001 $ (0.35)
{Loss) from discontinued operations of Rcﬂccuons Interacuve
Ltd, net of tax... eerenee e taa e et et e s esae b e m A enre e bt AL AR 0.19) - - (0.19)
Net (IOSS) b (053) 8% - 3 001 § {0.549)
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) As Reported Restatement SAB No, 108 As Revised and
As of and for the Three Months Ended September 30, 2006 Adjustrment Adjustment Restated
Long-term deferred tax HABIlY ..oocevrvrecesvnresnecimcnesnssniasismsei s sisnsmsninees 9 - 3 - 8 2683 § 2,683
(Loss) befors (benefit from) provision for iNCOME tAXES.....commorcirecirenriivienes $ 9,492) 3 - $ - 3 (9,492}
(Benefit from) provision for iNCOME tAXES... v e - (5.393) 378 (5.015)
(Loss) from continuing OPEFatiONS ........cocecrecrceerreemmcmremerersrcmmereeeesasiesecsssssssns (9,492) {5,393) 378 (4,477
Income from discontinued operations of Reflections Interactive
Ltd, et OF 18X, 1reuimeiie ettt et ettt et ib s s b b s 9,803 5,393 -- 4410
Net IMCOME......ivessvvvrrrsiereeer s seemsesies et reeseesereensseesessenssessesne $ i $ - 3 378 & 67
Basic and diluted net income per share (1):
(Loss) from continuing operations............... ORI | 070 % 040) $ 003 % (0.33)
Income from discontinued operatlons of Re ﬂccnons lntcractwe
Ltd, net of tax... seaerre e s eenena e asb s 0.72 0.40 -- 032
Net income (loss) ............................................................................................... h 002 §$ - 3 003 $ (0.01)
As Reported Restatemnent SARB No. 108 As Revised and
For the Six Months Ended September 30, 2006 Adjustment Adjustment Restated
{Loss) before (benefit from) provision for income taxes.........cccvvevrrrvvvcsieiiannes § (14,069) % - 3 - 3 (14,069)
(Benefit from) provision for INCOME AXES.....cvererruviermsrsinees e ennaes e = (5.393) 360 {4.833)
(Loss) from continuing operations... (14,069} (5,393) 560 (9,236)
Income from discontinued opcranons of Rcﬂecuons lnteractwe
Ltd, net of tax 7.266 5,393 - 1.873
INEE (LOSSY vorvvaivnirnsrersrsnmeansimrssssssssrsssssssnssnsmessnssesansssneasmesssensesssansensssmmeessenmniens B (0,803 8 - % 560 § (7,361
Basic and diluted net (loss) per share (1):
{Loss) from continuing operations..............ce.. SOV (1.04) § 040y $ 004 $ (0.68)
Income from discontinued operatlons of Re ﬂectmns Intemctwe
Ltd, net of tax... 0.54 0.40 - 0.14
Net (loss) 5 (050 & - 3 004 3 (0.54)
As Reported Restatement B 108 As Revised and
As of and for the Three Months Ended December 31, 2006 Adjustment Adjustment Restated
Long-term deferred tax Hability ..........ccovecremerrmemsenmensnennnisrensimssnsisssissess 9 - 3 - 3 2613 % 2,613
Income before provision for iNCOME TAXES. ..o.vvecrvernersinsinsiris s iesieeree 3 1,689 § - 3 - 5 1,689
Provision for income taxes... -2 677 (70) 607
Income from continuing operatlons . 1,689 677 (70) 1,082
{Loss) from discontinued operations of Rcﬂectlons Interactwe
Lid, net of tax... (2,404) (677) -= (1.727)
Net (loss) b (715) § - % 0 $ {645)
Basic and diluted net (loss) per share (1):
Income from continuing operations................ SRR 0.13 $ 005 § 000y % 0.08
(Loss) from discontinued operations of Reﬂecttons Interactwc
Ltd, net of tax {(0.18) (0.05) — {0.13)
NEE (JOSS) evverrrrarsesiarmsesseesresresenessseesscsseeessteeseesrnes st sbbsstsbrss s ssssss s ssssssns (0.05) % - 3 0.00 3 (0.05)
As Reported Restatement SAB Ne. 108 As Revised and
For the Nine Months Ended December 31, 2006 Adjustment Adjustment Restated
{Loss) before (benefit from) provision for income taxes.....cooeveccncvcrvencveene. $ (12,380) 8 - % - 3 (12,380)
{Bencfit from) provision for income taxes..........cccecvnee. -- (4.716) 490 {4.226)
{Loss) from continuing operations... - (12,380) (4,716) 490 (8,154)
Income from discontinued operatmns of Reﬂectlons Interactlve
Ltd, net of tax... 4,862 4716 - 146
Net (1oss) b (7,518 % - 5 490 § (8,008)
Basic and diluted net (loss) per share (1):
(Loss) from cOntinuUINg OPETAtIONS .....c.v.ccreereesceeresseeecnsecereesecrectsecmescrmmsiscesss B 092y § 035 § 003 § {0.60)
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Income from discontinued operations of Reflections Interactive
Ltd, NEE OF L. ceevvveee et semers e st s ras bt st b ent st s amse s saara s sarerasesn 0,36 0.35 -

0.01

INEL (088} .c.vemi e sesnsssrsesss s ssassssrasssssnsene s senemsserssessernsssssonstsspesssssssmssees 8 (0.56) § =~ 3 0.03

3

(0.59)

(1) Reflects the one-for-ten reverse stock split effected on January 3, 2007. All periods have been restated to reflect the reverse stock split.
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ATARI, INC, AND SUBSIDIARIES

SCHEDULE II--VALUATION AND QUALIFYING ACCOUNTS (in thousands)

Additions Additions
Balance Charged to Charged to Balance
Beginning Net Operating End
Description of Period Revenues Expenses Deductions of Period
Allowance for bad debts, returns, price protection
and other customer promotional programs:
Year ended March 31, 2007 ... § 30918 $. 22428 § 269 3 (39467) § 14,148
Year ended March 31,2006 ..., b 24285 % 54,964 § 1919 § (502500 §___ 30918
Year ended March 31, 2005 .....c...coovoveeneeenrcnrieieennens by 36279 § 76239 % 3622 & (91.855) § 24,285
Additions Additions
Balance Charged to Charged to Balance
Beginning Cost of Operating End
Description of Period Goods Sold Expenses Deductions of Period
Reserve for obsolescence:
Year ended March 31, 2007 coovieonnenecereniesnennssenennes § 2427 § 2486 % - §  (3,054)
Year ended March 31, 2006, 3 2489 % 3678 % - & (37400 § 2,427
Year ended March 31, 2005 ... § 2035 § 2,645 § - & (2191 S 2489
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos.333-117136, 333-69531, 333-129098 and 333-
129099 on Form S-3 and Registration Statement Nos. 333-54878, 333-88804, 333-62271, 333-61197, 333-39353 and 333-
33353 on Form S-8 of our report dated September 18, 2007 on the financial statements and financia) statement schedule,
which expresses an unqualified opinion and includes explanatory paragraphs relating to uncertainties which raise substantial
doubt about the Company’s ability to continue as a going concern as discussed in Note 1, the Company’s elected application
of SAB No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year
Financial Statements,” as discussed in Note 23 and the adoption of FASB Statement No. 123(R), “Share Based Payment” as
discussed in Note 1, and the Company’s restatement of the fiscal 2005 and 2006 consolidated statement of cash flows as
discussed in Note 24 and of our report on internal control over financial reporting dated September 18, 2007, which expresses
an adverse opinion on the effectiveness of the Company’s internal control over financial reporting because of material
weaknesses, appearing in this Annual Report on Form 10-K of Atari, Inc. for the year ended March 31, 2007.

DELOITTE & TOUCHE LLP

New York, New York
September 18, 2007




Exhibit 31.1

CERTIFICATION
I, David Pierce, certify that: —
1. [ have reviewed this annual report on Form 10-K for the period ended March 31, 2007, of Atari, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a

material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4, The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under my supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under my supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting.

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent function):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: September 18, 2007

By: /s/ David R, Pjerce
Name: David R. Pierce
Title: Chief Executive Officer




Exhibit 31.2

CERTIFICATION
I, Arturo Rodriguez, certify that:
1. I have reviewed this annual report on Form 10-K for the period ended March 31, 2007, of Atari, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a

material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4, The: registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e} and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under my supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under my supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting,

5. The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors {or persons
performing the equivalent function):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting,

Date: September 18, 2007

By: /s/ Arturo Rodriguez
Name: Arturo Rodriguez
Title: Acting Chief Financial Officer




Exhibit 32.1

CERTIFICATION OF THE CEO OF ATARI, INC. PURSUANT TO 18 U.8.C. SECTION 1350, AS ADOPTED
PURSUANT TO 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Atari, Inc. (the “Company”) on Form 10-K for the fiscal year ended
March 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I, David Pierce,

Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1)  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of the Company.

By: /s/ David R. Pierce
Name: David R, Pierce
Title:  Chief Executive Officer

Date: September 18, 2007




Exhibit 32.2

CERTIFICATION OF THE ACTING CFO OF ATARI, INC. PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Atari, Inc, (the “Company”) on Form 10-K for the fiscal year ended
March 31, 2007 as filed with the Securities and Exchange Commission on the date hereof {the “Report™), I, Arturo
Rodriguez, Acting Chief Financial Officer of the Company, certify, pursuant to 18 U.8.C. 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1)  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of the Company.

By: /s/ Arturo Rodriguez
Name: Arturo Rodriguez
Title:  Acting Chief Financial Officer

Date: September 18, 2007




COMMON STOCK PERFORMANCE GRAPH

The fellowing graph depicts the cumulative total return on Atari’s Common Stock compared to the cumulative
total return for the NASDAQ Composite Index, the RDG Technology Composite Index, and for a peer group
selected by Atari on an industry and line-of-business basis. Atari has constructed a Peer Group Index consisting of
other video game software companies, including Electronic Arts Inc., THQ, Inc., Activision, Inc., Take Two
Interactive Software, Inc. and Midway Games, Inc. The graph assumes an investment of $100 on March 31, 2002.
Reinvestment of dividends is assumed in all cases.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among Atari, Inc., The NASDAQ Composite Index,
The RDG Technology Composite Index and a Peer Group
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Atarl, Inc,

Committed RD Spend

Data
Type Publisher BUDGET Sum of FY08 Dev Cost  Sum of FY09 Dev Cost  Sum of FY10 Dev Cost
3rd party publishing jAtari Inc. COMMITTED 395,000.00 - -
Development Atari Inc. COMMITTED 4,864,733.26 96,300.00 -
License Atari Inc. COMMITTED 4,699,165.00 74,266.67 5,700.00
Online-Dev Atari Inc. COMMITTED - - -
Grand Total 9,958,898.26 170,566.67 5,700.00
FY08 FY08 FY10
Dev 5,259,733.26 96,300.00 -
Less: Paymentis {2,743 416.59) - -
2,516,316.67 96,300.00 -
Licenses 4,699, 165.00 74,266.67 5,700.00
Less: Payments {1,076,900.00) - -
3,622,265.00 74,266.67 5,700.00
Additional licenses: 1,262,460.41 - -
4,884,725.41 74,266.67 5700.00

END




